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ABSTRACT 
This volume describes the institutional eligibility and 

administrative requirements for the William D. Ford Federal Direct Loan 
(Direct Loan) Program and the Federal Family Education Loan (FFEL) Program. 
While the borrower's eligibility is the same under either program, the 
procedures are different because funds for Direct Loans are provided directly 
to the school by the federal government, while loan funds under FFEL are 
usually provided by a private lender and are guaranteed by a state agency. 
There were no significant changes to regulations related to these programs in 
2002-2003, but the delivery process has continued to evolve. The chapters 
are: (1) "Institutional Eligibility and Administrative Requirements for 
DL/FFEL"; ( 2 )  "Borrower Eligibility for DL/FFEL"; ( 3 )  "Determining the Loan 
Period"; (4) "Starting the Loan Process: The MPN & the School's Role"; ( 5 )  
"Loan Counseling"; ( 6 )  "Payment to the Borrower"; and ( 7 )  "Following U p :  
After the Loan Is Made." (SLD) 
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These loans are offered through two programs with different delivery systems: the William D. 
Ford Federal Direct Loan (Direct Loan) Program and the Federal Family Education Loan 
PFEL) Progam. While the borrower ’s eligibiliity is the same under either program, the 
procedures are different because funds for Direct Loans are provided directly to the school by 
the federal government, while loan funds under FFEL are usually provided by a private 
lender and are guaranteed by a state agency. 

Federally guaranteed loans were first authorized 35 years ago, in Part B of Title IV 
of the Higher Education Act of 1965 (HEA) . For many years, these were termed 
“Guaranteed Student Loans.” 

The Higher Education Amendments of 1992 (P.L. 102-325) renamed the guaranteed 
student loan programs the Federal Family Education Loan (FFEL) Program and the 
Student Loan Reform Act of 1993 authorized the Direct Loan Program, which is now Part 
D of the Higher Education Act. The Stafford and PLUS loans that are offered under 
these two programs have the same eligibility rules and the same annual and aggregate 
maximum amounts. 

The main difference between the Direct and FFEL loan programs is the source of 
funds for borrowers. Funds for Direct Loans come from the federal government; loans 
made through the FFEL program are provided by private lenders and are insured by 
guaranty agencies and reinsured by the federal government. The federal guaranty on the 
FFEL loans replaces the security (the collateral) usually required for long-term loans from 
banks and credit unions. 

Several thousand financial institutions participate in the FFEL program. In 
addition, some schools have opted to become lenders in the FFEL program. (See 
Chapter One for more information on the requirements for schools to act as FFEL 
lenders.) 

Note that although guaranty agency procedures and policies must conform to the 
FFEL requirements discussed in this chapter, individual guaranty agencies may have 
additional procedures and policies. To obtain specific information about a guaranty 
agency’s policies and procedures, contact that agency. 

The following types of loans are available through both the Direct Loan and FFEL 
programs: 

Subsidized Stafford Loans are awarded to students who demonstrate financial need. 
Because the U.S. Department of Education (the Department) subsidizes the 
interest, borrowers are not charged interest while they are enrolled in school at 
least half time and during grace.and deferment periods. (In the Direct Loan a 
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Program, these loans are referred to as subsidized Federal Direct Stafford/Ford Loans or 
Direct Subsidized Loans .) 

Unsubsidized Stafford Loans are awarded to students regardless of financial need. 
Borrowers are responsible for paying the interest that accrues during any period. 
Independent students and students whose parents cannot get a PLUS have higher 
unsubsidized loan limits. (In the Direct Loan Program, these loans are referred to as 
unsubsidized Federal Direct Stafford/Ford Loans or Direct Unsubsidized Loans.) 

PLUS Loans allow parents to borrow on behalf of their dependent undergraduate children 
who are enrolled at least half time. As with unsubsidized Stafford loans, borrowers are 
responsible for the interest that accrues on PLUS Loans throughout the life of the loan. 

Consolidation Loans allow any borrower to combine one or more federal education loans 
into a new Direct Loan or FFEL to facilitate repayment. The process of consolidating loans 
usually does not directly involve the school-the consolidating lender purchases qualifying 
student loans from other lenders and combines them into a single loan. 

In this reference, unless specifically referred to as a Direct Loan or an FFEL, the terms 
“Stafford Loans,” “Consolidation Loans,” and “PLUS Loans” refer to loans in both programs. 

RECENT CHANGES 
While there have been no significant regulatory changes over the past year, the delivery 

process for the loan programs continues to evolve. For this year’s edition, we’ve added an 
explanation of how to determine the loan amounts the student has previously borrowed when 
the original loans have been consolidated. We’ve also added information about electronic 
signatures and how they affect the loan process (Chapter 4). Finally, in Chapter 7, we’ve 
expanded our discussion of the Student Status Confirmation Reports to explain how the SSCR 
submission requirement can be satisfied through the use of third-party services (Student Loan 
Clearinghouse). 

We hope that you find this information helpful. If you have suggestions for improvements, 
or questions about this publication, please feel free to contact us at: 

sfaschooLspubs@ed.gov 

Intro-ii , 
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Requirements for 

Before your institution can bepn making loans in the Direct Loan (DL) Program 
or the Federal Family Educational Loan (FFEL) Program, it must meet the 
statutory definition of an “elig-ible school, ” and agree to perform certain 
administrative functions. Most of the statutory requirements for institutional 
eligibility are discussed in Volume 2 of the SFA Handbook. But there are a few 
exceptions and additional requirements for these loan programs, as discussed 
below. A school may also act as a lender in the FFEL program, provided it uses 
bulk of the interest and special allowance payments to make financial aid grants 
to its students, as described at the end of this chapter: 

ELIGOBOLOBY ISSUES FOR LOANS 
In order to participate in the Direct Loan and/or FFEL programs, 

a school must meet the SFA program eligibility criteria discussed in 
Volume 2: Institutional Eligibility and Participation. Only institutional 
eligibility issues specific to the Direct Loan and FFEL programs are 
discussed here. 

A school must be accredited as an institution of higher education 
offering a graduate-level program to be eligible to c e r w  Direct Loans 
or FFELs at the graduate level. (Students must be unconditionally 
accepted into a graduate or professional program.) A school that only 
offers correspondence programs is not eligible to participate in the 
Direct Loan and/or FFEL programs. 

A school can choose to participate in either the Stafford or 
PLUS programs, or both. (See 34 CFR 685.300) 

Foreign schools are eligible to participate in the FFEL programs 
(Stafford and PLUS loans made through private lenders). In fact, 
these are the only two SFA programs that are available to students 
enrolled in degree or certificate program at a foreign school. 
However, an eligible school in the U.S. may pay a student with funds 
from any of the SFA programs for “study abroad” coursework, 
provided that the coursework is considered part of the student’s 
eligible program at the domestic school. 

~ SCHOOL ELIGIBILITY ISSUES: 

+ Eligibility for in-school deferment at non- I . .  . participating schools 
4 Program Participation Agreement 
& Prohibited school and lender activity 
& Recordkeeping and audits 
& Loss of eligibility 
& Cohort default rates 
& School acting as FFEL lender I 
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Program Participation 
Requirements 
Current requirements may have changed 
since your school’s agreement was 
executed-see Volume * Of this Handbook 
and 34 CFR 668.14 

Eligibility for in-school deferments only 

be considered an eligible school so that its students can receive in- 
school deferments on previous loans, the school must demonstrate 
that it meets the definition of an eligible school before the school may 
c e r w  borrower deferment forms. To find out more about eligibility 
for deferment purposes, contact the Case Management Team for 
your state. For students attending a foreign school to receive in- 
school deferments, the school must apply for eligibility through the 
Foreign Schools Team. 

If a school has never participated in the SFA programs but wants to 

Applications to request designation as an eligible institution for 
in-school deferment should be sent via the Electronic Application 
that can be found at <eligcert.ed.gov>. Select the link to 
“Application” and then go to the bottom of the right-hand column 
to select “Initial Applicants” to review the general requirements to 
be an eligible institution. (For a more detailed explanation, see 
Volume 2, Chapter 1 of this Handbook.) If you believe that your 
school meets the requirements, you may print out a list of questions 
for initial applicants and fax the completed document to the Case 
Management Team that serves your state. After review and 
approval, you will receive an OPEID number which will enable you 
to complete the full application to request designation as an eligible 
institution. 

PROGRAM PAWTBCOPAUOON AGREEMENU 
WEQBDIWEMIENBS 

Financial aid administrators should be familiar with the terms of 
the Program Participation Agreement (PPA) that the school has 
made with the Department. See Volume 2: Institutional Eligibility and 
Participation for complete information about all of the requirements. 
For your reference, we have listed below some of the key provisions 
of the PPA that relate specifically to the loan programs. A school’s 
PPA requires that 

an FFEL school must inform enrolled eligible borrowers of the 
availability of state grant assistance from the state in which the 
school is located, and provide a source of information for 
programs in the home state of the eligible borrower, 

a school must furnish information to the holders of Stafford or 
PLUS loans that were made at that school, as needed to carry 
out program requirements, 

a school must not certify or originate an FFEL or Direct Loan 
for an amount that exceeds the annual or aggregate loan limits, 

a school that is beginning participation in the Stafford or PLUS 
programs or that has changed ownership (resulting in a change 
in control) must use a default management plan approved by 
the Department for its first years of participation unless the 
school has a default rate of 10% or less. (If the owner has 
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owned any other schools, the default rates at those schools may 
not have exceeded 10% during the time he/she owned the 
school.) 

The PPA (as well as program regulations) also prohibits schools 

Prohibition on cornmissions for 
enrollment recruiting 
Discussed as one of the program 
participation requirements - see Section 
4871aH20) of the HEA and 34 CFR 
668.14(b1(22) from charging fees for processing applications or data required to 

determine eligibility for SFA Programs or for processing Direct Loan 
or FFEL Program deferment forms. 

Prohibited inducements 
Schools 34 CFR 682.212 
Lenders 34 CFR 682.200 
Guarantors 34 CFR 682.4011el 

PWOHOBOTED SCHOOL AND LENDER ACTOVOTY 
The Higher Education Act prohibits a school from paying a 

commission, bonus, or other payment that is based directly or 
indirectly on success in securing enrollments or financial aid if the 
payee is engaged in any student recruiting or admission activities, or 
in making decisions regarding the awarding of student aid. This 
prohibition applies equally to payments to school staff, entities, or 
contractors. However, the law makes one exception: it does not 
prohibit a school from making incentive payments for recruiting 
foreign students in foreign countries who aren’t eligible for Federal 
student aid. The regulations further clarify that single token gifts to 
students or alumni for referrals are not considered prohibited 
payments, provided that the gift is worth no more than $25 and is 
not in the form of cash, check, or money order. 

Similarly, a school is prohibited from paying points, premiums, 
payments, or additional interest of any kind to any eligible lender or 
other party in order to induce a lender to make loans to students at 
the school or to the parents of the students. 

Lenders may not offer, directly or indirectly, points, premiums, 
payments, or other inducements, to any school or other party to 
secure applicants for FFEL loans. Similar restrictions apply to 
guaranty agencies. In addition, lenders and guaranty agencies are 
forbidden to mail unsolicited loan application forms to students 
enrolled in high school or college, or to their parents, unless the 
prospective borrower has previously received loans guaranteed by that 
agency. 

However, lenders, guaranty agencies, and other participants in the 
FFEL Program may assist schools in the same way that the 
Department assists schools under the Direct Loan Program. For 
example, a lender’s representatives can participate in counseling 
sessions at a school, including initial counseling, provided that 
school staff are present, the sessions are controlled by the school, 
and the lender’s counseling activities reinforce the student’s right to 
choose a lender. A lender can also provide loan counseling for a 
school’s students through the Web or other electronic media, and it 
can help a school develop, print, and distribute counseling 
materials. 

8-3 1. 0 
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General Provisions -34 CFR 668.24 
Record retention requirements WECORDKEEPBNQ 

In establishing or reviewing your office's procedures, you should 
FFEL-34 CFR 682.610 
DL-34 CFR 685.3091~) consult Volume 2: Institutional Elipbility and Participation for 

information on requirements that are common tO all Of the SFA 
programs. Following is a list of records that must be kept for the 
Stafford and PLUS loan programs: 

If a school is a lender and the holder of a 
promissory note, the school has additional 
record retention responsibilities comparable 
to those in 34 CFR 682.414la)l4liil 

Audit Guide Reference 
The Audit Guides are posted on the Web in 
PDF format - go to the IFAP main page, 
select "Current SFA Publications" and go to 
the alphabetical listing for "Audit Guides." 
The specific Web address for the listing of 
publications is: 
ifap.ed.gov/library/current.htm 

A copy of the loan certification that the school sends to 
the lender (in FFEL) or the Direct Loan Origination 
Center, including the amount of the loan and the period 
of enrollment. The requirement includes certification 
information submitted electronically. 

The cost of attendance, estimated financial assistance, and 
estimated family contribution used to calculate the loan 
amount (and any other information that may be required 
to determine the borrower's eligibility, such as the 
student's Federal Pel1 Grant eligibility or ineligibility). 

The date(s) the school disbursed the loan funds to the 
student (or to the parent borrower), and the amount(s) 
disbursed. (For loans delivered to the school by check, 
the date the school endorsed each loan check, if 
required.) 

Documentation of any confirmation process or processes 
associated with multi-year use of the Master Promissory 
Note. This does not have to be part of individual borrower 
files, but can be part of a student handout or other 
written statement of your policies. There is no retention 
limit for this documentation; you must keep it indefinitely 
because it may affect the enforceability of loans. 

A school must keep records relating to a student or parent 
borrower's eligibility and participation in the Direct Loan or FFEL 
program for three years after the end of the award year in which the 
student last attended the institution. A school must keep all other 
records relating to the school's participation in the Direct Loan or 
FFEL program for at least three years after the end of the award year 
in which the records are submitted. 

At least once a year a school that participates in any SFA Program 
must have an independent auditor conduct a compliance audit and a 
financial statements audit. More information is provided in Volume 2: 
Institutional Elipbility and Participation and the Audit Guide: Audits of 
Student Financial Assistance P.ogfams. (Both publications are available 
in electronic format at ifap.ed.gov) 

If your school has disbursed less than $200,000 of SFA program 
funds for two consecutive completed award years and meets all of the 
conditions in 34 CFR 668.27, it may apply for a waiver of the annual 
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audit submission requirement. If granted, the waiver permits a school 
to submit compliance audits and financial statement audits six months 
after the end of a three-year period or, in certain cases, after the end of 
a two-year period. 

Procedures for withdrawal from 
the FFEL Or DL programs 
For FFEL information, 
Management Team for your state. 
For Direct Loans, call 202/708-6103 

the Case 

Under the waiver, compliance and financial statement audits are 
not required until six months after the end of the third fiscal year in 
which your school last submitted a compliance and financial statement 
audit. For instance, if your school last submitted a compliance audit 
and financial statement audit in the fiscal year ending December 31, 
1999 and receives an audit submission waiver, it is not required to 
submit another compliance audit or financial statement audit until 
June 30, 2003, which is six months after its third fiscal year (IT 2002) 
following the audits submitted in its 1999 fiscal year. 

However, the waiver is not applicable when your school intends 
to apply for recertification in an award year that is part of the third 
fiscal year referred to above. In that case, your school must submit its 
compliance audit and financial statement audit six months after the 
second fiscal year following the fiscal year for which your school last 
submitted audits. Another limit on the waiver is when your school 
has a change in ownership that changes the control of the school- 
the application for approval of that change must be supported by 
audited financial statements for the two fiscal years completed 
immediately prior to the change. 

LOSS OF EbOQBBObOBY OR WUTWBRAWAb 
FROM LOAN PROGRAMS 

If a school is notified that it has lost its eligibility to participate in 
the Direct Loan and/or FFEL programs and the school does not 
intend to appeal the decision, it must immediately inform all current 
and prospective students of its loss of eligibility. The school must also 
explain that it can no longer certify Direct Loans and/or FFELs for 
students or parents. If the school appeals its loss of eligibility within 
the required time frame, the school may continue certifymg Direct 
Loans and/or FFELs during the appeal process. Once a final decision 
on the appeal is made, the school must take the actions described in 
the Department’s final appeal determination letter. 

Ifa school loses eligibility or discontinues participation in the 
Direct and/or FFEL programs, reinsurance of loans previously 
disbursed will not be affected, and interest subsidies will continue as 
long as each student maintains his or her required enrollment status. 
The student’s grace period and eligibility for in-school deferment also 
will not be affected by a school’s loss of eligibility. 

If a school plans to withdraw from participation in the Direct Loan 
and/or FFEL programs, it must notify the appropriate guaranty 
agency or agencies (for FFEL schools) and the Department (for 
schools with either loan program) of its decision in writing. Once the 
effective date of withdrawal has been established, the school is 
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CoRorO Default Rate Guide 
This chapter only provides a brief overview of 
the default rate process. For more technical 
information, please refer to the Cohort De- 
fault Rate Guide. The Guide is updated 
continuously on the IFAP Web site. 

ifap.ed.gov/drmaterials/FinalCDRG.html 

Questions about default 
reduction 

U.S. Department of Education 
Default Management 
Union Center Plaza, 084F 
400 Maryland Avenue, SW 
Washington, DC 20202-5353 

Telephone 

Hotline: 202/377-4259 
2021377-4258 

E:mail 
SFA.Schools.Default .Management@ed.gov 

prohibited from disbursing loan funds to the student (with one 
exception, discussed in the following paragraph). Any loan funds 
that cannot be disbursed must be returned to the lender within 30 
days. 

If the first payment of a Stafford Loan was made to the student 
before the school ceased to be eligible, the school may be able to 
make a subsequent disbursement to the student if it continues to 
provide instruction and the loan meets the other requirements in 
34 CFR 668.26(d) (2) and (3). However, if a school loses eligibility 
before it delivers any loan proceeds to the student, the school is not 
permitted to deliver the loan proceeds to the student. 

If a foreign medical school loses eligibility to participate in the 
FFEL Program, its students who were continuously enrolled at the 
school before the loss of eligibility may receive FFELs through the next 
academic year. 

COHORT DEFAULU RATES 
Generally speaking, a cohort default rate is the percentage of a 

school’s student borrowers who enter repayment on Stafford loans 
during a particular fiscal year and who default before the end of the 
next fiscal year. (There are other criteria and exceptions - see the 
complete definition in the C o h d  Default Rate Guide.) 

The Department releases draft default rates to allow schools an 
opportunity to review and/or correct the data that will be used to 
calculate their official cohort default rates. In the early fall of each 
year, the Department issues the official cohort default rates. The 
most recent default rates, issued in September 2001, are based on 
the cohort of students who entered repayment in the 1999 fiscal 
year. These rates were mailed to schools and are posted on the Web 
at: 

www.ed.gov/offices/OSFAP/defaultmanagement/cdr. html 

If your school has a default rate above established thresholds, it 
may be subject to certain sanctions. Conversely, a school with 
default rates below other established thresholds may be exempted 
from certain of the disbursement requirements discussed in 
Chapter 4. For more information, please refer to the C o h d  Default 
Rate c;Uide. 
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SCHOOL ACTING AS Fff EL LENDER School lending 
A postsecondary school can also act as an FFEL lender, but it regs-34 CFR 682h01 

HEA-Sec. 435ldll21 thru Id1151 
us Code-20 Stafford loans to undergraduate students are limited to students who 

have previously received a loan from the school or who have been 
denied a loan by an eligible lender. A school may make FFEL loans 
to no more than 50% of its undergraduate students. These 
restrictions do not apply to graduate and professional students at 
the school. 

,085 

As a lender, the school receives payments of interest and 
principal from the student borrower, and special allowance 
payments from the Department. Except for reasonable 
administrative expenses, the school must use the interest and 
special allowance payments to make need-based grants to its 
students. 

To become an eligible lender, your school must have at least one 
full-time financial aid administrator, and have a cohort default rate 
of 15% or less. (Under certain circumstances, the Department can 
waive the cohort default rate limit.) Home-study schools cannot be 
FFEL lenders. 



To receive a Stafford Loan, a student borrower must meet the basic eligibility 
requirements for SFA funds (citizenship, selective service registration if 
applicable, etc.). In addition, the student must be e n d e d  at least half time to 
receive a loan. A parent borrower must meet certain nonacademic 
requirements, such as citizenship, while the student who is to benefit from the 
PLUS loan must be enrolled at least half time and otherwise eligible to receive 
SFA funds. Unlike Pel1 Grants, the loan amounts do not vary by enrollment 
status (though the student must be enrolled at least half time for Stafford and 
PLUS loan purposes). 

BORROWER ELIGIBILITY ISSUES: 
To receive a Stafford Loan or to benefit from a PLUS Loan, a 

student must meet the general eligibility criteria for all SFA programs, 
as explained in Volume I: Student Eligibility. In particular, note that a 
student or a parent who owes a repayment on an SFA grant or is in 
default on an SFA loan is ineligible for additional SFA funds. In 
addition, the parents may not receive a PLUS Loan for the student’s 
benefit if the student owes a repayment on an SFA grant or is in 
default on an SFA loan. However, if the defaulted borrower repays 
the loan or makes satisfactory arrangements to repay the loan, he or 
she regains eligibility to borrow from the SFA programs-see 
Volume 1 of the SFA Handbook. 

ELOGOBLE PREPARAUOWY COURSEWORK 
Generally, a student must be enrolled or be accepted for 

enrollment in a degree or certificate program to receive SFA funds. 
However, there are three exceptions that apply to the FFEL/DL 
programs. 

Undergraduate preparatory work. A student may apply for a 
Stafford Loan for up to 12 months of coursework taken in a 
single consecutive period if the school has documented that the 
coursework is necessary in order for the student to enroll in an 
undergraduate degree or certificate program. This category of 
students may borrow at the first-year undergraduate loan level, 
and the loan limit is not prorated if the coursework is less than 
an academic year. Loan limits are explained in Chapter 3 of this 
volume. 

0 
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Need and religious orders 
As explained in Volume 1: Student Eligibility, 
because students who are members of 
certain religious organizations are 
considered to have no financial need for SFA 
program purposes, such students are not 
eligible for need-based SFA funds. They may, 
however, be eligible for unsubsidized 
Stafford Loans or unsubsidized Consolidation 
Loans, or, if dependent, for PLUS Loans. 
(PLUS Loans are also unsubsidized.) 

Sub and unsub loans 
The federal government pays the interest 
on subsidized Stafford Loans while the 
borrower is in-school, in the 6-month 
grace period, or in deferment. 

I In-School I Grace I Repay I Defer 1 
Subsidized A A A A Repay I 

I In-School I Grace I Repay I Defer I 
Unsubsidized 
loans 

Repay 1 
0 Government pays interest 0 Merest charged to 

borrower 

For example, let’s say that Holly takes out 
both subsidized loans and unsubsidized 
Stafford loans while going to Vincent 
College. After the 6-month grace period, 
Holly begins repaying her loans. After 3 
years of repayment, she joins the Peace 
Corps and qualifies for an economic 
hardship deferment. She serves in Peace 
Corps for 2 years and resumes repaying 
her loans, making the last payment 7 years 
later. 
Note that different amounts of interest 
accure on loan disbursements made on 
different dates. If Holly receives $1,000 
Stafford loan disbursements on September 
10 and January 10 of her first year of 
college, the first disbursement will accrue 
interest for four months before interest 
begins to accrue on the second 
disbursement. 
The difference in accrued interest is even 
more pronounced between disbursements 
made in different years of study. If Holly 
completes her program in four years, her 
first unsubsidized loan disbursement will 
have been accruing interest for over 4 
years when she enters repayment, while 
her last disbursement may only have 
accrued interest for 10 months. 

Graduate/professional preparatory work. A student may apply 
for a Stafford Loan for up to 12 months of coursework taken in 
a single consecutive 1 2-month period if the school has 
documented that the coursework is necessary in order for the 
student to enroll in a graduate or professional program. This 
category of students may borrow at the fifth-year undergraduate 
loan level, and the loan limit is not prorated if the program is 
less than an academic year. 

Coursework required for teacher certification. A student with a 
baccalaureate degree who is taking coursework necessary for a 
credential or teacher certification at the elementary or 
secondary level may apply for a Stafford Loan. The school’s 
records must indicate that the courses taken are required by the 
state where the student will be teaching. Such students may 
borrow at the fifth-year undergraduate loan level, and the loan 
limit is not prorated if the program is less than an academic 
year. 

A student is ineligible to receive a Stafford Loan or a Federal 
Perkins Loan (see the SFA Handbook: Campus-Based Pmgrams Reference) 
while in a medical internship or residency program, unless the 
internship is part of the school’s degree program. This restriction does 
not apply to students in dental internship programs. 

SUBSUDUZED AND UNSUBSUDOZIEB LQANS 
The federal government pays the interest on a subsidized 

student loan during in-school status, grace periods, and authorized 
deferment periods. To qualify for a subsidized Stafford Loan, a 
student must have financial need. 

A borrower unable to qualify based on need for a subsidized 
Stafford Loan may apply for an unsubsidized Stafford Loan, which is 
not based on need. Also, a student able to qualify for only a part of 
the subsidized Stafford Loan limit may apply for an unsubsidized 
Stafford Loan to cover the EFC and any unmet financial need (up to 
the annual loan limit). 

An unsubsidized student loan does not qualify for the interest 
subsidy that the federal government pays on a subsidized loan 
during in-school, grace, and deferment periods. Thus, while a 
student with a $1,000 unsubsidized Stafford will receive the same 
educational benefit as a student with a $1,000 subsidized Stafford, 
the cost of repaying the loan will be higher. Note that all PLUS 
loans are unsubsidized loans. 

In most cases, the interest that accumulates on an unsubsidized 
loan will be capitalized and added to the principal balance. A 
student can reduce interest costs on the loan by continuing to pay 
make monthly interest payments during periods when the 
repayment of principal is deferred (in-school, grace, and 
deferment). 
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DEUERMONONG FOMAMCOAL NEED 
Basically, a student’s need for a subsidized Stafford Loan is his or 

her cost of attendance minus the Expected Family Contribution, and 
minus the Estimated Financial Assistance that the student will receive. 

Cost of Attendance 
Section 472 of the Higher Education Act of 
1965, as amended. 

Cost of Attendance 
Volume 1, Chapter 10 of the SFA Handbook explains the 

components of the cost of attendance for the SFA programs. For 
purposes of Stafford and PLUS loans, it’s helpful to remember that 
the origination fee and the insurance fee (FFEL only) can be 
included in the cost of attendance. 

If you are used to working with the Pell Grant Program, you may 
be unfamiliar with the treatment of costs for a portion of an 
academic year. In Pell, the Cost of Attendance is always based on 
the cost of a student attending a full academic year full-time. For 
Stafford and PLUS, the costs reflect the student’s actual attendance 
and academic workload. For instance, if a student is only attending 
one semester of an academic year, the student’s costs for tuition and 
living expenses, etc., would be roughly half that for a student 
attending both semesters. You may simply prorate the allowance for 
a 9-month academic year-in this case the cost for one semester 
would be one-half the cost for a full 9-month academic year-or 
calculate the cost in any other reasonable way. 

Maximum for Subsidized 
Sta fiord: 

Cost of Attendance 
- Expected Family Contribution 
- Estimated Financial Assistance 
= Maximum Loan Amount 

Maximum for Unsubsidized 
Stafford and for PLUS: 

Cost of Attendance 
- Estimated Financial Assistance 
= Maximum Loan Amount 

Example of combined subsidized 
and unsubsidized Stafford 
Jen, a first-year dependent student at Reid 
State U., applies for a Stafford Loan to attend 
a term beginning in September. Her COA is 
$12,000, and, based on her need, she 
qualifies for a subsidized Stafford Loan of 
$2,000, She may 
unsubsidized Stafford Loan of $625, which is 
the difference between the the mount  of 
her subsidized Stafford Loan ($2,000) and 
the Stafford Loan limit ($2,625) for a first-year 
undergraduate. Her parents may borrow a 

. PLUS Loan to cover the remainder of the 
COA. 

Expected Family Contribution (EFC) 
The expected family contribution (EFC) is based on the family’s 

income and expenses, as reported on the Free Application for Federal 
Student Aid (FAFSA). The EFC is used as the “need analysis” figure 
for subsidized Stafford loans, but unsubsidized Stafford and PLUS 
loans do not use the EFC. See Volume 1: Student Eligibility for a 
detailed discussion of how the application process produces the 
student’s EFC. 

apply for an 

As with the cost of attendance, you will need to use a prorated 
EFC if the student’s period of enrollment is going to be shorter 
than nine months. Prorated EFC figures are calculated by the 
Department’s application processing system, and provided to your 
school as a part of the ISIR. 

Estimated Financial Assistance 
The student’s estimated financial assistance is the amount of aid 

he or she will receive for the enrollment period covered by the loan. 
The Pell Grant and most other sources of state, federal, private, and 
institutional financial aid are considered part of the estimated 
financial assistance that reduces the student’s overall financial need. 
When certifying a loan, you have to subtract the student’s estimated 
financial assistance from the cost of attendance, regardless of 
whether the loan is subsidized or unsubsidized. 

Most forms of aid are easy to recognize, usually taking the form 
of scholarships, grants, work, or loans that are awarded on the basis 
of postsecondary enrollment. But there are two noteworthy 
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Offsetting the EFC Example: 
Holly enrolls at Vincent College as a 1st- 
year independent student with an $8,500 
cost of attendance and an EFC of $2,000. 
She is receiving a $3,000 Pell Grant and the 
maximum $2,625 subsidized Stafford Loan. 

n Ftl 
Subsidized 

-- 
Since unsubsidized loans can replace the 
EFC, Holly is eligible for $2,875 in 
unsubsidized Stafford Loan funds. (Her EFC 
of 2,000 plus unmet need of $875.) 

Note that the school can add the loan fees 
on a Stafford or PLUS loan to Holly’s cost of 
attendance. If the lender is deducting the 
full 4% in guaranty and origination fees, 
then the school can add $220 in loan fees 
to the Holly’s cost of attendance. Based on 
the increased cost in this example, Holly 
would be eligible for an unsubsidized 
Stafford of $3,095. 

government programs that are treated a little differently. 
Montgomery GI Bill active duty benefits (veterans’ educational 
benefits paid under Chapter 30 of Title 38) and National Service 
Education Awards (AmeriCorps) and post-service AmeriCorps 
benefits are not counted in the estimated financial assistance for 
subsidized Stafford Loans. However, you do include these benefits in 
the estimated financial assistance when certifying an unsubsidized 
Stafford or PLUS. (See 34 CFR 682.200(b) and 34 CFR 
685.102 (b)) 

Unsubsidized SFA loans and some other loans can be used to 
offset (substitute for) part or all of the student’s EFC for the SFA 
programs, in effect removing that amount of aid from Estimated 
Financial Assistance. These loans are: 

Unsubsidized Stafford Loans and PLUS borrowed for that 
student. 

Loans made by the school to assist the student. 

State-sponsored and private education loans. 

Note, however, that any amounts of these forms of aid that 
exceed the EFC must be counted as Estimated Financial Assistance. 

Considering grants and subsidized loans first 
The law requires aid administrators to find out whether the 

student is eligible for certain other SFA programs that would 
reduce the need for borrowing. 

If your school participates in the Federal Pell Grant Program you 
must determine an undergraduate student’s Pell Grant eligibility 
before certifying a subsidized or unsubsidized Stafford Loan for that 
student. If the student is eligible for a Pell Grant, you cannot certify a 
loan until the student has applied for a Pell Grant for the same 
enrollment period that will be covered by the loan. 

In addition, you cannot certify an unsubsidized Stafford Loan 
without first determining the student’s need for a subsidized Stafford 
Loan. Because of the interest subsidy, the repayment amount for a 
subsidized Stafford is less than the same amount borrowed as an 
unsubsidized loan. However, if the amount of the subsidized 
Stafford is $200 or less and the amount can be included as part of 
an unsubsidized Stafford Loan, you are not required to certify a 
separate subsidized loan. 

You may certify a PLUS and disburse PLUS funds without first 
determining the student’s Pell Grant and subsidized Stafford Loan 
eligibility. However, you cannot make a late disbursement of a PLUS 
Loan unless you have received a Student Aid Report (SAR) or an ISIR 
for the benefiting student before the date the student graduated, 
withdrew, was expelled, or dropped below half-time enrollment. The 
SAR or ISIR must contain an official EFC. 
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Ch. 2: Borrower Eligibility for DL/FFEL 

Parent Eligibility for PLUS 
See 34 CFR 682.201(b) 
See 34 CFR 685.200(b) 

PARENU BORROWER ELOGOBOLIUY 

student’s biological or adoptive mother or father. The spouse of a 
parent who has remarried (i.e., the student’s stepparent) is also 
eligible to borrow a PLUS on the student’s behalf, if hidher  income 

For the purpose of determining PLUS Loan eligibility, a parent is a 

and assets would be taken into account when calculating the 
dependent student’s EFC. A legal guardian is not considered a parent 
for any SFA purposes. 

A parent may receive a PLUS Loan only to pay for the educational 
costs of a dependent undergraduate student who meets the eligible 
student definition. A parent may not borrow a Direct PLUS Loan and 
a Federal PLUS Loan on behalf of the same student for the same 
enrollment period at the same school. 

A parent must meet the same citizenship and residency 
requirements as a student. Similarly, a parent who owes a refund on 
an SFA grant or is in default on an SFA loan is ineligible for a PLUS 
Loan, unless he/she has made satisfactory arrangements to repay 
the grant or loan. However, the parent’s ineligibility for a PLUS Loan 
does not affect the student’s eligibility for SFA funds. See Volume I: 
Student Eligibility for more information on these general eligibility 
criteria. 

To receive a PLUS Loan, a parent must provide his or her Social 
Security Number as well as that of the student on whose behalf the 
parent is borrowing. Like a student borrower, a parent borrower must 
also submit a Statement of Educational Purpose. He or she does not, 
however, have to complete a Statement of Selective Service 
Registration. 

a 
If the parent borrower has previously borrowed a Stafford or 

PLUS, he or she must reaffirm any loan amount on which collection 
activity has ceased, in the same way that is described in 34 CFR 
682.201 (a) (4) for student borrowers. If the parent had a prior 
Stafford Loan that was cancelled for total and permanent disability, 
the parent must obtain a physician’s certification and provide a 
statement as described in 34 CFR 682.201 (a) (6). Finally, a parent is 
not eligible for a PLUS loan if the federal government holds a 
judgment lien on hidher  property. 

Adverse Credit History 

obtaining a PLUS Loan unless the parent meets additional criteria, 
discussed below. The lender or the Direct Loan Origination Center 
obtains a credit report on each applicant for a loan from at least one 
national credit bureau. An applicant is considered to have an adverse 
credit history if 

A parent with an adverse credit history is prohibited from 

he or she is 90 days or more delinquent on any debt; or 

during the 5 years preceding the date of the credit report, he or a 
she has been determined to be in default on a debt, his or her 
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Authority to refuse to originate/ 
certify a loan 
FFEL-34 CFR 682.603 
Direct Loans-34 CFR 685.301 

debts have been discharged in bankruptcy, or he or she has 
been the subject of foreclosure, repossession, tax lien, wage 
garnishment, or write-off of an SFA debt. 

A lender is permitted to establish a more stringent definition of 
adverse credit history than these regulatory criteria. Please note that a 
parent cannot be rejected for a PLUS Loan on the basis of having no 
credit history. In other words, the absence of a credit history cannot be 
construed as an adverse credit history. 

A parent with an adverse credit history can qualify for a PLUS 
Loan by securing an endorser who doesn’t have an adverse credit 
history. The endorser for this purpose may not be the dependent 
student for whom the parent is borrowing. Instead of securing an 
endorser, a parent may appeal a determination of adverse credit 
history to the lender by documenting extenuating circumstances. The 
lender has the final decision on whether or not to make a loan to the 
parent. 

A student whose parent cannot obtain a PLUS loan is eligible 
for increased annual Stafford loan limits, as described in the next 
chapter. 

REFaD$ONG TO OROGUNAUEICERUOFY A LOAN 
A school may choose not to certify or originate a Stafford or 

PLUS loan, or may certify it for a reduced amount. Such decisions 
must be made on a case-by-case basis and must not be part of a 
pattern or practice that denies access to loans because of borrowers’ 
race, gender, color, religion, national origin, age, disability status, 
income, or selection of a particular lender or guaranty agency. You 
must notify the borrower in writing of the reason for the decision, 
and keep documentation supporting the decision in the student’s 
file. 

FIFEL (LENDER OF LA$% RESORT 
A student who is otherwise eligible for a subsidized Stafford Loan 

and, after not more than two rejections, has been unable to find an 
FFEL lender willing to make such a loan, should contact the guaranty 
agency in his or her state of residence or the guaranty agency in the 
state in which the student’s school is located. The guaranty agency 
either must designate an eligible lender to serve as a lender of last 
resort (LLR) or must itself serve in that capacity and must respond to 
the student within 60 days. An LLR cannot make a loan that exceeds 
the borrower’s need, nor is it required to make a loan for an amount 
less than $200. The LLR, as with any other lender, may refuse to make 
the loan if the borrower fails to meet the lender’s credit standards. 
Each guaranty agency is required to develop rules and procedures for 
its LLR program. 

n A  

8-1 4 L O  



Ch. 2: Borrower Eligibility for DL/FFEL 

List of Guaranty Agencies 
An “origination fee” is charged for Stafford Loans in both the a current listing Of guaranty 

agencies on the Web at: 
www,ed,gov/offices,OPE/guaranty,html FFEL and the DL programs. For FFEL, the fee may not exceed 3% 

of the principal amount of the loan. A 3% origination fee is 
deducted for all Direct Stafford Loans. The fee is deducted a 
proportionately from each payment forwarded to the school by the 
FFEL lender or the DL Loan Origination Center. 

A lender may charge a lower origination fee, but, with one 
exception, it must charge the lower fee for all of the subsidized 
Stafford Loans that it makes. The exception is a sub-group of 
Stafford borrowers specified in the regulations - those who qualify 
for a subsidized Stafford Loan or who have an EFC low enough to 
qualify for a Pel1 Grant. 

If a lender charges a lower origination fee, it must charge the 
same reduced fee on all Stafford Loans it makes to borrowers who 
live in the same state or attend school in’the same state. Similarly, if 
the lender applies the lower fee to a borrower’s unsubsidized Stafford 
Loan, the lender must also apply the lower fee to the borrower’s 
subsidized Stafford Loans. (See 34 CFR 682.202 (c)). 

For PLUS loans in the FFEL program, the origination fee is 
always 3% and may not be reduced by the lender. In Direct Loans, 
the origination fee for a PLUS is 4%. 

In the FFEL program, the lender may also charge an insurance 
fee on Stafford and PLUS loans to defray the insurance fee charged 
by the guarantor (the fee is limited to 1%). a 

While you must still include the whole awarded amount of 
Stafford and PLUS loans when packaging, you may include the 
origination and insurance fees in the student’s cost of attendance. 



The rules for awarding Stafford and PLUS loans are a little different than for Pel1 
Grants and other SFA programs. In particular, the definitions of a “loan period” 
and the disbursements within that period may not always correspond to the 
academic year and payment period measurement used for Pell. Proration of loans 
is only required for a program (or the remaining portion of a program) shorter 
than an  academic year and the calculation is different than in other programs. 

Minimum and Maximum Loan 
Periods DEUERMONONG UWE LOAN PIEROOD 

It’s important to define the period of enrollment or loan period 
at the outset, because the length of the loan period will determine 
the timing and amount of disbursements. If your school uses 
academic terms (such as semester, trimester, quarter or nonstandard 
terms), the loan period must coincide with one or more of its 
academic terms. Loan periods for schools that do not use terms are 

+ Maximum = generally school’s 
Lcademic year but not more than 12 
months. I 

Minimum (termkredit hour program) 
one academic term 

b Minimum (clock-hour or non-term I program) = lesser of academic year, 
program length, or remaining portion of 
hcademic year. 
I 

generally based on the length of the program or academic year. 

0 For programs using terms and credit hours, the minimum loan 
period is a single academic term. As an example, if a student enrolls 
in a fall semester to complete hidher  requirements for graduation, 
you may certify a loan for that term alone. (Remember, however, 
that the loan amount must be based on reduced costs and EFC for 
that term, rather than for the full academic year.) 

For a clock-hour school or a credit-hour school that does not use 
terms, the minimum period for which the school may certify a loan is 
the shortest of the following three periods: 

the academic year as defined by the school (but no less than 30 
weeks of instruction providing 900 clock hours, 24 semester 
hours, or 36 quarter hours); 

the length of the student’s program at the school (see sidebar 
on minimum program length) ; or 

the remaining portion of the student’s program when the 
program exceeds the school’s academic year. 

In the case of a student who has already completed some of the 
coursework to earn a degree or certificate (e.g., a transfer student or 
a student who is re-enrolling after withdrawing), you may certify the 
loan for the remaining period of study at your school. 

Minimum Program Length 

Minimum program lengths are 
discussed in Volume 2 of the 
Handbook. For purposes of the FFEVDL 
programs only, the shortest eligible 
programs are programs at a 
proprietary school or a postsecondary 
vocational school that provide at least 
10 weeks of instruction and at least 300 
clock hours, 8 semester hours, or 12 
quarter hours. 

22 
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Annual Loan Limits: Basic 
Principles 
+ Unlike Pell, annual loan limits are for 
an academic year (not the same thing 
as the July 1-June 30 award year). 
+ For a term program, you may use 
either a Scheduled Academic Year 
(usually Fall-Spring with a separate 
summer session) or a “Borrower-based 
Academic Year” for a term program. 
+ You must ONLY use the BBAY for a 
nonterm program. 
+ In a term program, you can use 
both the SAY and the BBAY at different 
times during a student’s enrollment. 
(See examples.) 
+ The loan period does not have to 
match the Academic Year. 
-P The calendar period associated 
with the Academic Year (or weeks and 
credit/clock hours for a nonterm 
program) must elapse before the 
borrower is eligible for a new Annual 
Loan Limit. 
+ The student‘s maximum annual 
loan limit increases as the student 
progresses to higher grade levels. 
+ You may increase the amount of 
the student‘s loan if he/she becomes 
eligible for a higher loan amount by 
progressing to the next grade level 
during the loan period. 

The maximum loan period is generally the school’s academic year 
but cannot exceed a 12-month period. It is possible, but not typical, 
to have more than one loan in an academic year. 

ACADIEMUC YEAR 
As we’ve seen, the loan period is often equivalent to an 

academic year. Briefly, an academic year is a period that contains at 
least 30 weeks of instructional time during which a full-time student is 
expected to complete at least 24 semester or trimester hours or 36 
quarter hours at a school measuring program length in credit hours, 
or at least 900 clock hours at a school measuring program length in 
clock hours. Volume 2 of the SFA Handbook: Institutional Eligibility and 
Participation includes a more detailed treatment of the academic year 
for the SFA programs. 

The academic year is also used when determining the student’s 
annual loan limits. The annual limit for Stafford Loans is based on 
an academic year rather than a calendar award year. Once the 
student has reached the annual loan limit, he or she cannot receive 
another Stafford Loan until he or she begins another academic year, 
or progresses to the next grade level. 

Two types of academicyears for loans 

determining a period of enrollment or when another year will begin 
for the student: a scheduled academic year (SAY) or a borrower-based 
academic year (BBAY) . Clock-hour and nonterm credit-hour 
programs must use borrower-based academic years. Only term-based 
credit-hour programs can use SAYs. However, you may elect to use a 
borrower-based academic year for a term-based credit-hour program 
if the program’s academic year provides at least 30 weeks of 
instruction (unless the Department grants a waiver for an academic 
year of less than 30 weeks). 

There are two types of academic years a school can use in 

For a term-based credit-hour program, the school can use BBAYs 
for all its students or just for students enrolled in certain programs, or 
it may use BBAYs on a student-by-student basis. The school can even 
alternate BBAYs with SAYs for a student, but the academic years must 
not overlap. A school that has these choices for academic year 
standards must have a written policy that explains how it applies these 
options when calculating loan eligibility. 

Scheduled Academic Year 
An SAY is a futed period of time that generally begins and ends at 

the same time each calendar year (for example, beginning on the first 
day of the fall semester and ending on the last day of the spring 
semester). The SAY generally corresponds to the academic year or 
calendar that is published in the school’s catalog or other materials. 
An SAY must meet the statutory requirements of an academic year, as 
described in the SFA Handbook: Institutional Eligibility and Participation. 
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Fall 

Borrower-based Academic Year (BBAY) 

nonterm credit-hour programs; the school may use either type of 
academic year for term-based credit-hour programs where the 
academic year provides at least 30 weeks of instruction. 

As noted previously, a school must use BBAYs for clock-hour and 

Spring 

A BBAY is not a fixed period of calendar time like an SAY. 
Instead, the BBAY’s beginning and end dates depend on an individual 
student’s enrollment and progress. For example, a nonterm school 
that has new students beginning enrollment every month would use a 
BBAY for each student that begins in the month the student enrolls. A 
term-based school could opt to use a BBAY for a student attending 
the spring and summer terms, rather than using an SAY that always 
begins with the fall semester. Like an SAY, the BBAY must meet the 
minimum statutory requirements for an academic year (unless a 
summer term is included or the Department grants a waiver for a 
term-based credit-hour program). 

In a program using terms and credit hours, the BBAY must 
include the same number of terms as the SAY the school would 
otherwise use (not including any summer session as a “trailer” or 
“header”). The BBAY may include terms the student does not attend if 
the student could have enrolled at least half time in those terms. 
However, unlike an SAY, the BBAY must begin with a term in which 
the student actually enrolled. Also, any mini-sessions (summer or 
otherwise) that run consecutively must be combined and treated as a 
single term. 

For a clock-hour or nonterm program, the BBAY begins when the 
student enrolls. Because the BBAY must meet the minimum statutory 
requirements for an academic year, the BBAY must contain at least 30 
weeks of instructional time and the appropriate number of credit or 
clock hours (24 semester or trimester hours, 36 quarter hours, or 900 
clock hours). The BBAY does not end until the student has completed 
the number of weeks and the number of hours in the academic year. A 
student who is attending less than full time will take longer to 
complete the academic year than a full-time student. 

Treatment of summer terms 
For a program that uses SAYS, a summer term may be part of the 

academic year that precedes that term (that is, it may be a “trailer”), or 
it may be part of the academic year that follows that term (that is, it 
may be a “header”). Your school can establish a policy that designates 
its summer term as either a trailer or header, or it can make different 
designations for different educational programs. 

You may also designate the summer term as a trailer or header 
for each student on a case-by-case basis. However, if a student in a 
summer school session that overlaps two award years is also receiving 
campus-based aid, you must use the same EFC-(from the same 
application year) for both the campus-based aid and the FFEL/DL 
loan. 

Scheduled Academic Year 
Only used for programs using credit 
hours and terms. Typically, the loan 
will be made in multiple 
disbursements, with “payment 
periods“ matching the terms in the 
program, as with Pel1 disbursements. 

Academic year = 2 semesters 
(2 payment periods) 

I--- -. I _ ~ - _ _ -  ---I 

Academic year = 3 quarters 
(3 payment periods) 

Scheduled Academic Year 
Example - 
The Springfield Academy offers a two- 
year program measured in semesters 
and awarding credit hours. It defines 
its academic year as two semesters 
providing 30 weeks of instruction. 
Springfield has Fall, Spring, and 
Summer sessions, but most of its 
students do not attend the summer 
session. Therefore, Springfield 
Academy uses a Scheduled Academic 
Year that starts September 7 and 
concludes May 21, and it certifies 
most loans for that period of 
enrollment. 
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Fall 1 Spring Summer Fall Spring 

Borrower Based Academic Year Example - Nonterm 
Springfield Academy also has a 1,800-clock-hour extension program, and defines its academic 
year as 900 clock hours and 30 weeks.The BBAY always begins with the student’s actual 
enrollment date, whether programs start each month, quarter, etc. An enrolling student may 
receive two Federal Stafford Loans during the program (provided all eligibility criteria are met) 
because the program exceeds one academic year. The period of enrollment for the first loan 
would be the time it will take the student to complete 900 clock hours. The period for the second 
loan would be the time it takes to  complete the final 900 hours. Note that the student cannot 
receive the second loan until he/she has completed the first 900 hours o f  the program AND 30 
weeks of instruction. 

Summer 

I 

BBAY Examples at Term Schools 
The BBAY can also be used by credit-hour term programs-especially in  cases where a student is enrolling in a 
different sequence of terms than the Scheduled Academic Year for that program. 

Year 1 : SAY 

For instance, in example la, the Fall and Spring term constitute the school’s Scheduled Academic Year. If the student attends summer 
session at the school, the aid administrator can elect t o  treat that term and the next Fall as a Borrower-Based Academic Year. In that 
case, the following Spring and Summer would also constitute a Borrower-Based Academic Year. 
The maximum loan limit for an academic year 
applies toeach of these academic years. If 
these were the first three years of study for a 
dependent student and the student 
progressed a grade level each academic year, 
he/she would be eligible for maximum 
Stafford amounts of $2,625, $3,50O,and 
$5,500. 

Year 2: BBAY Year 3: BBAY 

A student doesn’t have to attend all of the 
terms in  a BBAY, but  the BBAY cannot 
begin with a term that the student 
doesn’t attend. Thus, in example lc, if 
the student does not attend a term that 
would have been the beginning of a BBAY, 
then the student’s next academic year 
(either SAY or BBAY) cannot begin until 
the next term. In examples l a  and 1 b, 
the Summer session can be the the 
beginning of Year 2 of a BBAY for the 
student. 

Fall 1 Spring Summer Fall Spring 1 
Year 1:SAY Year 2: BBAY 

Summer Fall 
Year 3: BBAY 

The same concepts apply to  quarter-term programs. 
For instance, in example 2, the Fall, Winter, and 
Spring terms constitute the school’s Scheduled 
Academic Year. If the student attends summer 
session at  the school, it can be the first term of a 
Borrower-Based Academic Year that includes the 
following Fall and Winter terms. 

2. BBAY where 3 quarters =academic year 

n m .  
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The choice of the application year to be used for need analysis 
purposes can be different than the designation of the term as a 
header or trailer for purposes of establishing the academic year for 
the loan. For instance, you may have a policy that treats the 
summer term for 2002 as a header to the academic year for the 
loan, but you may make an exception and use the EFC from the 
2001-2002 FAFSA to determine the student’s financial need. 

Summer mini-sessions can be grouped together as a single trailer 
or header, or they can be treated separately and assigned to different 
SAYS. If the summer mini-sessions are grouped and treated as a single 
term, the summer cost of attendance cannot include costs for a mini- 
session for which the student was not enrolled. 

Additional loan eligibility in the same academic year 
In general, once a student has reached the annual loan limit, he or 

she cannot receive another Stafford Loan until he or she begins a new 
academic year. A student who has already received one Stafford Loan 
within an academic year may receive additional loan funds if he or 
she has not yet reached the annual limit. In addition, a student who 
has already borrowed up to the annual limit within an academic year 
can receive additional loan funds if the annual limit increases, either 
because the student progresses to a grade level with a higher limit or 
because his or her dependency status changes to independent. In all 
cases, the student may borrow the difference between the amount 
already borrowed within the academic year and the student’s new loan 
limit. Usually, the increase in the loan amount can be made as an 
adjustment to the student’s existing loan rather than making a new 
loan. 

Note that for a nonterm program, the student will never progress 
to a higher grade level within an academic year and, thus, will only 
have a change in the loan limit if his or her dependency status 
changes. The student moves to a higher grade level only when he or 
she completes the BBAY. 

ANNUAL LOAM LOMOBS 
Stafford limits for dependent undergraduates 

an academic year in length may borrow combined subsidized and 
unsubsidized loans not to exceed an annual total of 

A dependent student enrolled in a program of study that is at least 

up to $2,625 for a first-year student 

up to $3,500 for a second-year student 

Annual and Aggregate 
Loan Limits 
34 CFR 682.204 FFEL 
34 CFR 685.203 DL 

“Dear Colleague” letter GEN 97-3 

Counting grade levels 
While the law defines minimum 
coursework for an academic year, it 
doesn‘t define how much coursework 
a student must complete to progress 
from one grade level to another. A 
reasonable approach would be to 
base grade levels on the number of 
credits required for the program, 
divided by the number of academic 
years it takes a typical student to earn 
that number of credits. 
For instance, if your school has a 
baccalaureate program that requires 
120 semester hours of work and is 
typically completed in four years, then 
you might use a standard of 30 hours 
completed at each grade level. 

Students returning for second 
degree 
If a student with a baccalaureate 
degree enrolls in another 
baccalaureate program, his/her loan 
limits would be based on the amount 
of work that the school counts 
towards satisfying the requirements of 
the new program. 
For instance, if your school decides to 
accept 30 hours of a student’s work in 
her previous baccalaureate program 
towards the requirements for a BS in 
Chemistry at your school, then the 
student would be eligible for second- 
year undergraduate loan limits. 

up to $ 5,500 for a third-, fourth-, or fifthyear undergraduate, or 
a student who already has an associate or baccalaureate 
degree and who is enrolled in an undergraduate program 
that requires an associate or baccalaureate degree for 
admission. 

8-21 
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More than one loan 
per grade level 
If the student is enrolled at the same 
grade level and a full academic year 
has elapsed, the student may be 
eligiblefior a new annual maximum 
amount. For instance, if the student 
maintains satisfactory academic 
progress, he or she could conceivably 
receive two $2,625 Stafford loans 
while completing the first year of the 
program. 
However, your school has the 
authority to set a limit on the number 
of times a student can receive the 
maximum annual loan amount at one 
grade level, provided that the policy is 
the same for all students in the 
program. 

Increased Stafford limits 
for undergraduates 
without access to PLUS 
FFEL-see 34 CFR 682.204(d) 
and 34 CFR 682.201(a)(3) 
DL-see 34 CFR 685.203(c) 

Independent Undergraduate 
Student Example 
Dottie is a first-year independent 
undergraduate student at Ferrar‘s 
Institute. Her COA is $9,500. Dottie 
qualifies for a subsidized Stafford 
Loan of $1,500. She may apply for an 
unsubsidized Stafford Loan of $5,125 
($1,125 remaining under her initial 
Stafford Loan limit, plus a $4,000 
unsubsidized Stafford Loan). Her total 
loan limit for her subsidized Stafford 
Loan and her unsubsidized Stafford 
Loan is $6,625. 

These loan limits represent the total of all subsidized and 
unsubsidized Stafford Loans a dependent undergraduate student may 
borrow at each level of study. A dependent undergraduate student who 
takes out both subsidized and unsubsidized Stafford Loans must not 
exceed the annual and aggregate limits allowed under the Stafford 
Loan Program. An unsubsidized Stafford Loan is also limited to the 
difference between the borrower’s COA for the loan period and the 
borrower’s EFA (which includes any subsidized Stafford Loan amount 
he or she will receive). 

A student’s grade level for loan limit purposes is set according to 
the school’s standards for the time normally required to achieve that 
grade level. However, if the school determines a program normally can 
be completed in two years of full-time study, a student in that program 
can never receive more than the second-year annual loan limit of 
$3,500 in any given year, no matter how long it takes the student to 
finish. 

Increased Stafford limits for undergraduates 
without access to PLUS 

Independent undergraduate students may borrow unsubsidized 
loans with additional loan limits. The additional loan limits also apply 
to dependent undergraduate students whose parents are unable to 
borrow PLUS loans due to exceptional circumstances. The 
regulations give several examples of possible exceptional 
circumstances affecting the parents’ ability to borrow-adverse 
credit history, incarceration, or income limited to public assistance 
and disability benefits. Another exceptional circumstance might be 
if the parents’ whereabouts are unknown. However, the parents’ 
refusal to take out a PLUS loan does not constitute an exceptional 
circumstance. 

The following unsubsidized loan limits may be added to the 
borrower’s combined subsidized and unsubsidized loan limits. An 
‘independent undergraduate student enrolled in a program of study 
that is at least an academic year in length may borrow additional 
unsubsidized loan amounts not to exceed an annual total of 

up to $4,000 for a first- or second-year student; 

up to $5,000 for a third-, fourth-, or fifih-year undergraduate, or 
a student who has an associate or baccalaureate degree that 
is required for admission into a program and who is not a 
graduate or professional student. 

For instance, an independent student in the second year of study 
would be eligible to borrow a total of $7,500 in subsidized and 
unsubsidized loans. 

If your school has decided not to particupate in the PLUS 
program, you may not award additional unsubsidized loan funds to a 
dependent student based on the school’s non-participation in PLUS. 
(Effective for any loan period beginning on or after July 1, 2000.) 
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Stafford Loan limits for graduate and professional students 

$8,500 per academic year. The additional unsubsidized loan limit for 

Graduate and Professional Limits 
See 34 CFR 682*204(a)(5)1 

685.203(a)(5), (c)(~)(v) 
The subsidized loan limit for a graduate or professional student is and 

graduate or professional students is $10,000 per academic year. 

Stafford Loan limits for coursework required for teacher 
certifica tiodother programs 

coursework necessary for a professional credential or teacher 
certification (certification from a state that is required for employment 
as a teacher), the annual loan limits are $5,500 in subsidized Stafford 
Loans and $5,000 additional i n  unsubsidized Stafford Loans. 

PLUS Loan Limits 
See 34 CFR 682.204(h) and 685.203(9 

For students who have baccalaureate degrees and are completing 

The law also sets annual loan limits for students enrolled in a 
course of study necessary for enrollment in a degree or certificate 
program. The length of the course of study may not exceed 12 
consecutive months. 

Subsidized Unsubsidized 
Annual Loan Limits J I Stafford Stafford 

Course required for 
an undergraduate degree 
or certificate program $2,625 $4,000 

Course required for 
a graduate or professional 
degree or certificate program $5,500 $5,000 

____ _ _ _ _ _ ~ ~  

PLUS Loan limits 

other financial aid awarded for the period of enrollment. This is the 
only borrowing limit for PLUS Loans. 

A PLUS Loan may not exceed the student’s estimated COA minus 

BEST COPY AVAILABLE 
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When and when not to prorate 
You must prorate a Stafford Loan if the 
student is enrolled in a program 
shorter than an academic year, or if 
the remaining portion of the program 
is shorter than an academic year. 

Stafford Loan proration 
34 CFR 682.204(a), (d) FFEL 
34 CFR 685.203(a), (c) Direct Loans 

QRORAUED ANNUAL LOAN LOMUUS 
FOR SUAFFORD LOANS 

Generally, a dependent or independent undergraduate may 
borrow up to the annual limit applicable to the student’s year in 
school. However, the maximum amount an undergraduate student 
may borrow must be prorated, in certain situations. PLUS Loans and 
loans for graduate or professional students are not subject to 
proration. 

There are two situations where you must prorate the annual limit 
for subsidized and unsubsidized Stafford Loans: 

when a borrower is enrolled in a program that is shorter 
than a full academic year, and 

when a borrower is enrolled in a program that is one 
academic year or more in length, but is in a remaining 
period of study that is shorter than a full academic year. 

If a student drops or adds a course after you have originated a 
prorated loan, you may readjust the loan amount but you are not 
required to do so. Of course, a student who drops courses must still be 
enrolled at least half time to be eligible for any loan amount. 

Please bear in mind that proration does not necessarily affect 
the amount of the loan. For instance, if a student’s prorated loan 
limit is $2,100, but the student was only eligible for a $2,000 
subsidized Stafford Loan based on costs, EFC, and other aid, then 
the proration would not affect the amount of the subsidized 
Stafford Loan. 

’ 

Prorating loans for programs of study 
shorter than a full academic year 

When a student is enrolled in an academic program that is shorter 
than a full academic year in length, you must use a proportional 
proration that is based on the lesser of - 

Number of semester, trimester, quarter or clock hours enrolled 
Number of semester, trimester, quarter or clock hours 

in the academic year 

or 
Number of weeks enrolled 

Number of weeks in the academic year 

You may express the resulting fraction as a decimal to see more 
easily which is less or to calculate the prorated limit. The smaller 
fraction is then multiplied by the appropriate annual loan limit. The 
result is the prorated loan limit for the student. 
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Proration examples for programs shorter than an academic year 
Program = 400 clock hrs 

I 400hrs I 
I Academic "Car = 900 clock hrs I 

Jill is a dependent student enrolled in a 12-week program 
at Hancock Career College. HCC defines the academic 
year for this program as 900 clock hours providing 30 
weeks of instruction. Measured in clock hours, Jill's 
program is 400 clock hours long. 

To determine the maximum loan amount she can borrow, 
convert the fractions based on weeks (12/30 = .40) and 
hours (400/900 = .44) to decimals. Multiply the smaller 
decimal (40) by the first-year annual loan limit: $2,625 x 
.40 = $1,050. 

The maximum combined subsidized and unsubsidized 
loan amount Jill can borrow for the program is $1,050. 
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Program = 24 quarter hours 

I Academic vear = 36 credit hrs I 
Morgan is an independent student enrolled in a program 
at Hancock Career College that provides 24 quarter 
hours and 20 weeks of instruction. HCC defines the 
academic year for this program as 36 quarter hours 
providing 30 weeks of instruction. 

To determine the maximum loan amount she can borrow, 
convert the fractions based on weeks (20/30 = .67) and 
quarter hours (24/36 = .67) to decimals. Multiply the 
smaller decimal (in this case, both are .67) by the first- 
year annual loan limits for subsidized and unsubsidized 
Stafford: 

$6,625 x .67 = $4,439 total Stafford 
$2,625 x .67 = $1,759 subsidized 

The maximum combined subsidized and unsubsidized 
Stafford amount Morgan can borrow for the program is 
$4,439, with the subsidized loan amount limited to 
$1,759. 

30 
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Note on fractions and decimals 
for prorating Stafford Loans 
It is acceptable to convert the fraction to 
a decimal and then multiply the annual 
loan limit by the decimal, but this is not 
a requirement. You may still choose to 
multiply the annual loan limit by the 
original fraction. However, you should 
be consistent in the method you use, 
since the fraction and decimal 
calculations sometimes result in slightly 
different prorated loan limits. (The 
decimal method will generally-if not 
always-result in an amount that is 
equal to or slightly higher than the 
amount calculated using the original 
fraction.) 

Prorating loans for remaining periods of study 
shorter than an academic year 

You must also prorate loans for students enrolled in remaining 
periods of study shorter than an academic year. This situation arises 
when a student is enrolled in a program that is one academic year or 
more in length, but is in a remaining period of study that is shorter 
than an academic year. 

Proportional proration is used in all cases of remaining periods of 
study less than a full academic year (see definition below) and is always 
based on: 

Number of semester, trimester, quarter or clock hours enrolled 
Number of semester, trimester, quarter or clock hours 

in the academic year 

This fraction is multiplied by the appropriate annual loan limit to 
determine the prorated loan limit. There is no comparison of weeks 
and hours. Hours are always used. 

At a term-based credit-hour school (where the academic year is 
measured in semesters, trimesters, quarters, or other terms), a 
remaining period of study is considered shorter than an academic 
year if the remaining period consists of fewer terms than the school’s 
scheduled academic year. For example, a student might have 
completed two academic years of study at a community college and 
received two Stafford Loans, but need to attend an additional 
quarter term to complete hidher  program requirements. The final 
quarter term would fall in a new academic year, and thus the loan 
maximum would have to be prorated, since the remaining period of 
study is less than a full academic year. Terms within the same 
academic year as the student’s final term are considered part of the 
final period of study, even if separated from the final term by a term in 
which the student is not enrolled. 

At a term-based clock-hour school (where the academic year is 
measured in semesters, trimesters, quarters, or other terms), a 
remaining period of study is considered shorter than an academic 
year if the final period consists of fewer terms than the school’s 
scheduled academic year or fewer clock hours than the minimum 
statutory requirement for a full academic year. As with credit-hour 
terms, all terms within the same academic year are considered part of 
the final period of study, even if separated from the final term by a 
term in which the student is not enrolled. 

At a nonterm school (where programs are measured only in clock 
or credit hours), a remaining period of study is considered less than 
an academic year if the remaining period consists of fewer clock or 
credit hours than the minimum statutory requirement for a full 
academic year. 
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0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0  

Proration examples for remaining period 
less than an academic year 

Academic year= 3 quarters 
Remaining period = 4 quarter 

Academic year = 3 quarters 
-_-- __ 

Fall I Winter I Spring 

I Fall I Winter Spring ' I  
Rudy has attended 6 quarters in a 2-year program at 
Beulah Community College, but to finish the program, 
he needs to attend an additional quarter as a half- 
time student (6 quarter hours). Rudy is a dependent 
undergraduate student, and BCC defines its academic 
year as 36 quarter hours and 30 weeks of instruction. 

To determine the prorated Stafford loan limit, convert 
the fraction based on hours (6/36 = .17) to a decimal. 
Multiply this decimal by the second-year undergraduate 
annual loan limit: $3,500 x .17 = $595. 
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Academic year= 2 semesters 
Remaining period = 4 semester .--- ~ _ _ .  

Fall ISpring I Summer 

Rudy transfers to a BA program at Lacy Springs 
College. By taking 18 hours a semester, he will be 
able to graduate in the Fall term of his second year. 
Rudy is a dependent undergraduate student, and 
Lacy Springs defines its academic year as 24 credit 
hours providing a total of 30 weeks of instruction. 

To determine the prorated Stafford loan limit, convert 
the fraction based on hours (18/24 = .75) to decimal. 
Multiply this decimal by the fourth-year 
undergraduate annual loan limit: 
$5,500 x .75 = $4,125. 

8 0 ~ 8 ~ 0 8 O ~ ~ 0 ~ 0 8 Q 8 D 0 D 0 Q U 8 ~ O ~ U 8 0 O ~ 0 O 0 U ~ 0 ~ ~ D O ~ ~  

Proration Example for Remaining Period with Separated Terms 
ODonnell Institute has an academic year that consists of three quarters:fall, 
winter, and spring. Rosie wil l  be enrolling in the fall and spring quarters, but not 
the winter quarter, and wil l graduate at the end of the spring quarter. 

Because the fall quarter is in the same academic year as Rosie's final quarter, it 
is part of the final period of study, even though there is a term between the 
final quarter and the fall quarter in  which she wil l  not enroll. Because the fall 
quarter is part of the final period of study, the loan Rosie receives in  the fall 
must be prorated, just as her spring loan must be prorated. 

1 e::;ed 1 1 :z::d I 
enrolled 
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Annual Limits for Stafford Loans 
Subsidized Total (subsidized & 

unsubsidized) 
Dependent 
Undergraduates 
First Year $2,625 $2,625 
Second Year $3,500 $3,500 
Third Year and Beyond $5,500 $5,500 

Undergraduates without Access to PLUS 
First Year 
Second Year 
Third Year and Beyond 

$2,625 
$3,500 
$ 5,500 

$6,625 
$7,500 

$ 10,500 

Graduate & I 

A 
Professional Students 
All Years o f  Study $8,500 $ 18,500 
Note: All undergraduate annual loan amounts are subject to proration. 
- ___ -- -- 

Aggregate Limits for Stafford Loans 
Subsidized Total (subsidized & 

unsubsidized) 
Dependent 
Undergraduates ........................................................................................... $ 23,000 .......................................... SAME 

Undergraduates without Access to PLUS ....................................................... $ 23,000 .................................... $ 46,000 

Graduate & 
Professional Students ................................................................................... $ 65,500 .................................. $ 1 38,500 __ ___-______ ~ ~- -- - _ _ ~  
Note: Certain health professions students may qualify for higher annual & aggregate limits-see discussion 
at the end of this chapter. 

Example: Combined Loan Limits 
First 
undergraduate Graduate 

An independent student program: program: Total: 
receives the following loan 
amounts for a first under- subsidized $20,500 $45,000 $65,500 
graduate program and a 
graduate program: unsubsidized $10,000 $40,000 $50,000 

The student has now enrolled in a second undergraduate program. Only the loans received for the first 
undergraduate program are counted toward the student‘s undergraduate aggregate loan limit. Since the total 
amount received for the first undergraduate program ($30,500) does not exceed the aggregate loan limit for an 
independent undergraduate ($46,000, maximum $23,000 subsidized), the student has remaining loan eligibility 
of up to $1 5,500 for the second undergraduate program. 

However, the loans received for the graduate program must be considered in determining whether the student 
has exceeded the total aggregate loan limits. In this case, the total subsidized amount already received ($65,500) 
is the maximum subsidized amount that a student may receive for undergraduate and graduate study 
combined. Therefore, the student may receive only unsubsidized loans for the second undergraduate program. _I__ 
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Aggregate Loan Limits 
34 CFR 682.204(b), (e)-FFELP 
34 CFR 685.203(d), (e) -DL 
Note that the Higher Education 
Amendments of 1998 provide that 
interest capitalized on unsubsidized 
Stafford Loans shall not be counted 
against the borrower's aggregate loan 
limits, 

AGGREGAUE LOAN LUMOUS 

Stafford Loan debt is: 
The maximum outstanding total subsidized and unsubsidized 

$23,000 for a dependent undergraduate student, 

$46,000 for an independent undergraduate student (or a 
dependent undergraduate student whose parents do not qualify 
for PLUS loans). No more than $23,000 of this aggregate 
amount may be in the form of subsidized loans. 

Financial Aid History 

$138,500 for a graduate or professional student (including loans 
for undergraduate study). No more than $65,500 of this 
aggregate amount may be in the form of subsidized loans. 

If the student has borrowed Stafford Loans at other schools, the 
National Student Loan Data System is the best source of 
information on the student's current outstanding principal balance. 
The outstanding principal balance reflects the original amount of 
loan principal (including the loan fees, but not including any 
capitalized interest that was added later), minus the amount of loan 
payments that have been credited against the principal. 

These maximums include any amounts borrowed under the Direct 
Loan and FFEL programs (including Consolidation Loans), as well 
as under the discontinued Federal Supplemental Loans for Students _ _  
program (SLS) 

If a student who previously received undergraduate and graduate 
degrees returns to school to complete a second undergraduate 
program, only the loans that the student received for the first 
undergraduate program are included in determining the student's 
remaining loan eligibility for the second undergraduate program. If 
the total amount received for the first undergraduate program does 
not exceed the undergraduate aggregate loan limits, the student may 
receive additional funds for the second program, up to the 
undergraduate aggregate limits. 

Although loans received for graduate study are not counted 
toward a student's undergraduate aggregate loan limit, the combined 
loan amounts received for undergraduate and graduate programs may 
not exceed the total allowable aggregate loan limits. 

Requirement & NSLDS 
To ensure that a student transferring 
to your school doesn't exceed the 
annual and aggregate Stafford Loan 
limits, you must use the National 
Student Loan Data System to check 
the loan amounts the student 
previously received. More detailed 
information on how this requirement 
applies to all of the SFA programs can 
be found in Volume 1, Chapter 3 of the 
SFA Handbook. 

Using NSLDS 
You can review the complete student 
loan history for your students and 
generate reports on the NSLDS Web 
site for aid professionals: 
https://www.nsldsfa p.ed.gov/ 

The NSLDS User's Guide and other 
materials are currently posted on IFAP 
under "Current SFA Publications." 
Technical assistance for NSLDS is 
available by calling : 
1-800-999-8219 

A borrower who has reached his or her aggregate borrowing limit 
may not receive additional loans. Once the loans are repaid, in full or 
in part, the borrower may apply for additional Stafford Loans. 
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Increased Eligibility for Health Professions Students 

The Health Education Assistance Loan (HEAL) Program, a loan program for health professions students administered 
by the Department of Health and Human Services,was gradually phased out beginning in 1995. The phaseout has 
now been completed, and no further HEAL Program loans are being made. To replace loan funds that otherwise 
would have been available under the HEAL Program, certain health professions students may borrow increased 
unsubsidized Stafford Loan amounts. 

With the complete phaseout of HEAL, the Department has removed the earlier restrictions that limited participation 
to schools that had disbursed HEAL loans in fiscal year 1995 and to students who,as of October 1,1995,were not 
HEAL borrowers. 

Increased unsubsidized amounts 
For any loan period beginning on or after May 1,1999 ,schools may award the increased unsubsidized amounts to 
students who are enrolled full-time in a health professions discipline that (1) was eligible under the HEAL Program 
and (2) is accredited by an approved accrediting agency. (See”Dear Partner” Letter GEN-99-21.) The disciplines that 
were eligible under the HEAL Program and the approved accrediting agencies for these disciplines are shown in the 
loan limit chart on the next page for the increased unsubsidized amounts. 

While the HEAL Program required a need analysis test, the EFC is not used to determine need for unsubsidized 
Stafford loans. 

Increased annual loan limits 
Because the increased annual unsubsidized Stafford Loan limits are intended to replace funds that would have been 
available previously under the HEAL Program, the annual loan limits for the increased unsubsidized amounts are the 
same as the HEAL Program annual loan limits. The chart on the next page shows the annual loan limits for the 
increased unsubsidized amounts, which vary by discipline and academic year (AY) length, as well as the approved 
accrediting agency for each discipline. 

Increased Aggregate Loan Limits 
CraduateandProfessional. The combined subsidized/unsubsidized aggregate loan limit for graduate and 
professional health professions students who are eligible to receive the increased unsubsidized amounts is $189,125 
(not more than $65,500 of this amount may be in subsidized loans). 

This increased aggregate loan limit would permit a student to receive the current maximum Stafford annual loan 
limits for four years of undergraduate study ($6,625 + $7,500 + $10,500 + $10,500) and four years of graduate/ 
professional study ($18,500 x 4), plus the maximum increased unsubsidized loan limit for a 9-month academic year 
for four years of graduate/professionaI study ($20,000 x 4). 

Undergraduate. The combined subsidized/unsubsidized aggregate loan limit for undergraduate health profession 
students (Bachelor of Science in Pharmacology) who are eligible to receive the increased unsubsidized amounts is 
$70,625 (not more than $23,000 of this amount may be in subsidized loans). 

This increased aggregate loan limit would permit a student to receive the current maximum Stafford annual loan 
limits for five years of undergraduate study ($6,625 + $7,500 + $10,500 + $10,500 + $10,50O),plus the maximum 
increased unsubsidized loan limit for a 9-month academic year for the fourth and fifth years of undergraduate study 
($12,500 x 2). 
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Programs Eligible for: 

Additional $20,000 in Unsubsidized Loans for a 9-month Academic Year 
Additional $26,667 in Unsubsidized Loam for a 12-month Academic Yeas 

Doctor o f  Allopathic Medicine 

Doctor o f  Osteopathic Medicine 

Doctor o f  Dentistry 

Doctor o f  Veterinary Medicine 

Doctor of Optometry 

Doctor o f  Podiatric Medicine 

Accreditation: Liaison Committee on Medical Education 

Accreditation: American Osteopathic Association, Bureau 
of Professional Education 

Accreditation: American Dental Association, Commission 
on Dental Accreditation 

Accreditation: American Veterinary Medical Association, 
Council on Education 

Accreditation: American Optometric Association, Council 
on Optometric Education 

Accreditation: American Podiatric Medical Association, 
Council on Podiatric Medical Education 

Additional $1 2,500 in Unsubsidized Loans for a 9-month Academic Year 
Additional $1 6,667 in Unsubsidized Loans for a 12-month Academic Year 

Master o f  Science in 
Pharmacology Education 
(also 4th & 5th yr. Bachelor's 
& some Doctorate students)* 

Accreditation: American Council on Pharmaceutical 

Graduate in  Public Health Accreditation: Council on Education for Public Health 

Doctor o f  Chiropractic 

Doctoral Degree in 
CI i n ica I Psychology 

Accreditation: Council on Chiropractic Education, 
Commission on Accreditation 

Accreditation: American Psychological Association, 
Committee on Accreditation 

Masters or Doctoral Degree in 
Health Administration 

EXAMPLE OF ANNUAL LOAN LIMIT: The increased unsubsidized amounts that an eligible health 
p r o f e s s i o n s  student may receive are in addition to the regular Stafford annual loan limits. For e x a m p l e ,  a 
student enrolled in a 9-month Doctor of Dentistry program is eligible for the regular Stafford 
subsidizedhnsubsidized annual loan m a x i m u m  for a graduate/professionaI student ($18,500, not more 
than $8,500 of which may be subsidized), plus the m a x i m u m  increased unsubsidized amount of $20,000, 
for a total S t a f f o r d  loan m a x i m u m  of $38,500. 

* Consistent with HEAL'S rules,students enrolled in a Doctor of Pharmacology program may receive the increased unsubsidized amounts only if they 
are not required to have a Bachelor or Master of Science in Pharmacology as a prerequisite for the Doctorate degree. A Pharmacology doctorate stu- 
dent who meets this condition is eligible for the same annual loan limits as students enrolled in a Bachelor or Masters of Pharmacology program. 

Only one undergraduate program (Bachelor of Science in Pharmacology) was eligible under the HEAL Program. In accordance with HEAL Program rules, 
a student enrolled in a Bachelor of Science in Pharmacology program may receive the increased unsubsidized amounts onlyfor the fourth and fifth years of 
the program. In addition (consistent with general SFA requirements),a dependent undergraduate may receive the increased unsubsidized amounts only if 
the student's parent is unable to borrow a PLUS loan. 

Accreditation: Accrediting Commission on Education for 
Hea I th Services Ad ministration 
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NSLDS loan amount categories 
Disbursed Amount - the original 
principal amount of the loan. 
Principal Balance -the disbursed 
amount, plus capitalized interest and 
other charges, but minus any 
payments made by the borrower. 
Aggregate Principal Balance - the 
disbursed amount, plus interest due, 
minus any payments made by the 
borrower. (Does not include 
capitalized interest.) 

Perkins and SLS Loans 
Perkins loans may be included in the 
subsidized portion of a Consolidation 
Loan, but Perkins loans are not 
considered when determining Stafford 
loan limits. However, Supplemental 
Loans for StudentshLS (an earlier 
name for unsubsidized loans for 
students) are included when 
determining Stafford loan limits. 

DEUEWMONUNG OUUSUAND0MG SLSISBAFFOWD 
AMOMNUS FOR AGGREGAUE LOAM LOMOUS 

If one of your students has Stafford or SLS loans that were once 
in repayment status, the loan amount shown in NSLDS may include 
accrued interest, collection cost, fees, and/or capitalized interest. 
None of these charges should be included when you’re checking to 
see how much the student has borrowed against the aggregate 
Stafford loan limits. (Keep in mind that there are aggregate limits 
on subsidized Stafford loans, as well as an overall Stafford limit that 
includes unsubsidized loan amounts). 

To avoid counting interest and other charges, use the aggregate 
outstanding principal balance (Agg OPB) shown in NSLDS for each 
of the student’s outstanding Stafford loans. For instance, if the 
student has been making payments on a $2,625 loan and the 
aggregate outstanding principal balance is now $2,100, count the 
$2,100 towards the student’s aggregate loan limit. 

ODEMUOFYONG UWE ”MMDERLYONG” SUAFIFORD LOANS ON 
A CONSOLODAUOON LOAN 

If you’re planning to award a new Stafford loan to a student who 
is close to the aggregate loan limit and has an FFEL Consolidation 
Loan, you may need to find out how much of the Consolidation 
Loan is associated with previous subsidized Stafford Loans. You 
should use NSLDS or loan records provided by the borrower to 
identify the loans that the student paid off through consolidation, and 
whether they were subsidized or unsubsidized. 

There are several status codes that indicate that the loans were 
paid in full through consolidation, particularly PC and PN. (You can 
find a list of status codes and their definitions by clicking on 
‘I?” located in the upper left-hand corner of the NSLDS screen.) 
Note that some loans paid by consolidation have been reported as 
“PF” or “paid-in-full,’’ though this category is not meant to apply to 
loans that are consolidated. Status dates for loans included in the 
consolidation should be close to the date the Consolidation Loan was 
made. (See the example at the end of this chapter.) 

9 

Once you’ve identified the underlying loans, add the Disbursed 
Amonts for the loans to determine the aggregate subsidized Stafford 
and unsubsidized Stafford amounts within the Consolidation Loan. 

In some instances, because of timing or coding problems by the 
entities reporting to NSLDS, not all of the loans that made up a 
Consolidation Loan will be included in the NSLDS. Schools are only 
responsible for data that is available in the NSLDS (Dear Colleague 96-13, 
Question 54). However, if you have doubts, it would be prudent to 
review the student’s Consolidation Loan paperwork to determine the 
portion of the consolidated loan that must be considered subsidized or 
unsubsidized. 

3 3  
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Eff FECT off OVEWBOWROWONG 
If you determine that a student has borrowed more than the 

annual or aggregate Stafford loan limits, you cannot award any SFA 
funds until the overborrowing is resolved. The student can regain 
eligibility for aid from other SFA programs (such as Pel1 Grants) by 
making satisfactory arrangements with the Stafford lender (or the 
DL servicer) to repay the amount that exceeded the Stafford annual 
or aggregate loan limits. 

Note that you cannot award further Stafford loan funds to the 
student until he or she has repaid enough of the previous loans to 
once again be eligible to borrow under the subsidized and total loan 
limits. 

........................................... 
Example: Resolving a case of "overborrowing" 
Beth, an undergraduate student, is applying for a Stafford loan for her fifth 
and final year of baccalaureate study a t  your college. At first she appears 
to be within the aggregate limit for undergraduate subsidized Stafford 
loans. 

However, you have recently become aware that Beth previously borrowed 
Stafford loans while attending a community college several years prior to 
coming to your college. 

STAFFORD LOANS 
Subsidized BANKONE 1991 .................................................. $2,625 
Subsidized BANKONE 1992 .................................................. $3,500 

Subsidized BANKTWO 1998 .................................................. $2,625 
Subsidized BANKTWO 1999 .................................................. $3,500 
Subsidized BANKTWO 2000 .................................................. $5,500 
Subsidized BANKTHREE 2001 ............................................... $5,500 

ITOTAL SUBSIDIZED .................................................................. $23,250 1 
In fact, your review of her NSLDS records indicates that Beth has borrowed 
$250 in subsidized Stafford loans in excess of the aggregate 
undergraduate limit. Since the loan made by BANKTHREE was the one 
that exceeded the loan limit, Beth needs to make arrangements with 
BANKTHREE to repay the amount for which she was not eligible. 

When BANKTHREE has confirmed that Beth has made satisfactory 
arrangements to repay the excess loan amount, you may make other SFA 
awards to Beth. 

If Beth's total Stafford borrowing (subsidized and unsubsidized) is below 
the total aggregate limit, you can award her a n  unsubsidized Stafford loan. 
However, you cannot make a subsidized Stafford loan to Beth until she has 
repaid the $250 that exceeds the aggregate subsidized Stafford loan limit 
and further repaid enough of her outstanding balance to be eligible for 
the subsidized loan that you intend to award to her (For instance, you 
could not award her a new $5,500 subsidized Stafford Loan until she has 
reduced her outstanding balance to $1 7,500.) 
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An independent undergraduate student transfers to your school to 
complete her fourth year of baccalaureate study. She applies for a Stafford 
Loan and has financial need for the maximum annual loan amount ($5,500 
in subsidized Stafford and $5,000 in unsubsidized Stafford). Her NSLDS 
record indicates that she has an Agg OPB of $24,625 on a Consolidation 
Loan made by a FFEL lender. Since the undergraduate aggregate subsidized 
limit is $23,000, you cannot disburse any subsidized loan'funds unless you can 
determine that the total amount of subsidized Stafford loans represented in 
the consolidation amount is less than $23,000. 

The student's loan record shows that her Consolidation Loan was made on 
August 30,2000. She previously had three subsidized loans that were paid 
through consolidation (PC) earlier in July and August. The Disbursed 
Amounts for her loans are: $2,625 for her first-year loan, $3,500 in her 
second year, and $5,500 in her third year. The NSLDS record also shows two 
unsubsidized loans, paid-in-full in July and August, which she received in 
her second and third years, when she qualified as an independent student. 

STAFFORD LOANS STAFFORD REMAINING 
(CONSOLIDATED) LIMIT ELIGIBILITY 
Subsidized .................................... $2,625 
Subsidized .................................... $3,500 
Subsidized .................................... $5,500 

Unsubsidized .............................. $4,000 
Unsubsidized .............................. $5.000 

]TOTAL SUBSIDIZED ................ $1 1,625 $23,000 $11,375 1 

[TOTAL SUB + UNSUB ............. $20,625 $46,000 $25,375 1 
Adding the loans up, we can see that the student has received a total of 
$1 1,625 in subsidized Stafford and an overall total of $20,625 in Stafford 
funds.* Therefore, you may pay the student her full loan amounts ($5,500 
subsidized and $5,000 unsubsidized) without exceeding the aggregate 
Stafford loan limits for an independent undergraduate. 

*There are several possible reasons why the $25,000 Consolidation 
Loan is greater than the total Stafford borrowed ($20.625)- the 
Consolidation amount may include Perkins or health loans that have 
been consolidated, and it may include capitalized interest or other 
charges. 
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Mow it Oooks on NSllDS orno 

You can locate the student’s information by going to the NSLDS main menu, entering the 
student’s first name, SSN, and date of birth,and clicking on”Loan History.” Scroll down to 
the “Loan Summary.” 

In this example,NSLDS shows that an”FFEL Consolidated”1oan was made on August 30, 
2000 (the word”defau1t”does not mean that the loan is in default). 

Looking at the loan record, we can see five Stafford Loans that were paid through consolidation (PC or PN, though sometimes a loan 
that has been consolidated will be erroneously coded PF) in the previous month, indicating that they were part of the Consolidation 
loan made on 08/30/2000. 
Since the underlying loans have all been purchased through consolidation the Outstanding Principal Balance (OPB) and Aggregate 
OPB on each loan is $0. 
To determine the total that the student has borrowed,add up the Disbursed Amounts shown for the underlying loans. The sum for 
all five loans is $20,625,and the sum for the three subsidized loans is $1 1,625 
Since the OPB and Agg OPB on the Consolidation Loan are greater than the sum of the Stafford Loans, it is likely that the student 
also consolidated health loans or a Perkins loan that were never reported to NSLDS. The Disbursed Amount of the Consolidation 
Loan will frequently be greater than the Agg OPB because of capitalized interest and/or fees assessed on the underlying loans. 

a 
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For Stafford Loans, the student must complete the FAFSA and the Master Promissory Note. 
If your school accepts electronic promissory notes, the student can complete the MPN on the 
Web. The school (or its servicer) certifies (in FFEL) or originates (in DL) the loan, based on 
the borrower j. loan eligibiliv and specifies the anticipated disbursement dates. Note that a 
school is required to provide entrance counseling (described in Chapter 5) to the student if 
it's the student's first Stafford loan. The process of paying the loan funds to the borrower 
will be described in Chapter 6. 

In this chapter, we'll cover the process of making a loan, 
describing the actions and information required of the student and 
the school. The order of the elements that we list below may vary 
from school to school or between the two programs, but each of the 
elements is required to make a loan. 

SUUDENU APPLOES FOR AOD & COMPLETES MOPM 
To receive a Stafford Loan, a student must complete a Free 

Application for Federal Student Aid (FAFSA) and a Master Promissory 
Note (MPN) . Depending on the lending program, a student may 
obtain a Direct Loan MPN from a school or the Loan Origination 
Center, or an FFEL MPN from a school, guaranty agency, or lender. 

0 

In the traditional paper process, the MPN might be completed 
at the school by the student and submitted to the lender. In other 
cases, the school certifies the loan based on the student's 
acceptance of the aid package, and the lender or the school's 
servicer sends the MPN to the student for signature. Regardless of 
the method used, the Borrowers' Rights and Responsibilities 
statement must be provided to the borrower with the MPN. 

Schools now also have the option of having students complete 
and sign an electronic promissory note. In most cases, the 
promissory note will be completed through a Web site, and the 
organization operating the site will be responsible for 
authenticating the student's electronic signature. In the Direct 
Loan program, you can specify to the Loan Origination Center 
whether you want the Center to accept electronic promissory notes 
for your school, and whether you want the Center to only accept 
promissory notes for students who have an origination record from 
your school. Students can log onto the Web and complete the MPN 
for Direct Stafford loans at http://dlenote.ed.gov 

MPN Citations 
For general information about the 
MPN requirement for Stafford Loans t see 
;34 CFR 682.401(d) and definition of 
[Master Promissory Note" in 
p4 CFR 685.102; 
"Dear Colleague" letter GEN-98-25 

Eligibility for multi-year feature - see 
54 CFR 682.401(d) for FFEL 
bnd 34 CFR 685.402(9 for DL 
See also "Dear Partner" letter GEN 00- 
03 and Direct Loan Bulletins DLB 00-05 
h d  00-11. 

I 

ifap.ed.gov/li brary/current.htm 

Electronic signatures 
rour borrowers may complete and sigr 
an MPN over the Web, as discussed in 
two letters issued in May, 2001: 
/+ "Dear Partner" letter GEN-01-06 
sets standards for electronic 
I .  signatures for Stafford and PLUS 
ienders and guarantors, and for 
Perkins schools. 

Direct Loan Bulletin DLB 01-09 
explains how Direct Loan schools can 
implement electronic signatures for 
btafford promissory notes. 
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Power of Attorney 
A third party with "power of attorney" 
for the borrower may sign the 
promissory note if the student has 
authorized the school in writing to 
credit the loan funds to his or her 
account at the school. The school must 
pay any remaining balance to the 
student for living expenses, using a 
check or other instrument requiring the 
student's endorsement. 
A power of attorney can only be used 
to receive loan disbursements in 
certain cases involving foreign study. 
You must provide a copy of the power 
of attorneydocument to the lender. A 
photocopy or a fax of the document is 
acceptable. 
(See 34 CFR 682.207(b)) 

Copies of the Master Promissory Note and 
ancillary documents are available on-line at 

FFEL Stafford Loan 
http://ifa~.ed.gov/dpcletters/GEN0207. html 
Direct Stafford Loan 
http://www.ed.gov/Directloan/brr. html 

4 
school certifies 

student applies on 
lender/quarantor 
Web si6 /37\ K loan amounts & 

disbursement dates; 
lender sends loan funds 

----- 
If your students borrow Stafford and PLUS loans through the 

FFEL program, you should make arrangements with participating 
lenders or another intermediary (such as a guarantor Web site or 
ELM) for the receipt of electronic documents. Most FFEL schools, 
lenders, and guarantors use CommonLine as the standard format 
for document exchange. If the student is completing and signing 
the promissory note at a Web site, using the Department's PIN or an 
alternate method of signature authentication provided by the 
intermediary's Web site, the Borrowers' Rights and Responsibilities 
statement should be incorporated into the electronic process. In 
most cases, the intermediary operating the Web site will notify you 
when a student completes the promissory note on-line and 
designates your school. You may then certify the loan amounts and 
disbursement dates for the student. 

Introduction of the MPN 
The Master Promissory Note (MPN) was 
authorized in the Higher Education 
Amendments of 1998 and developed 
by the Department in cooperation with 
representatives of the student financial 
aid community. MPNs were introduced 
in the 1999-2000 academic year, but 
FFEL schools could still use the older 
Common Stafford Application/ 
Promissory Note until July 1, 2000. (The 
MPN was required for loan periods 
beginning on or after July 1,2000 and 
for any loan certified on or after July 1, 
2000.) 

Note: Aid administrators at DL schools 
can order the pamphlet called The 
Inside Scoop for Borrowers: The Master 
Promissory Note for Direct Loan 
Borrowers, that helps explain the MPN 
process to students. Call the LOC at 1- 
800-848-0978 or fax an order form to 1- 
800-557-7396. 

Sources: "Dear Colleague" Letters ANN- 
98-10, GEN-98-25, GEN-99-08 and 
Direct Loan Bulletin DLB-99-34. 

The MPN is not yet available in the PLUS Programs. To receive a 
PLUS loan, a student's parent must complete a loan application and 
promissory note. The student benefiting from a PLUS loan must also 
complete a portion of the PLUS loan application. A student not 
applying for aid from other SFA programs need not complete a FAFSA 
for the PLUS loan alone. A parent borrower must receive the 
Borrowers' Rights and Responsibilities statement with the loan 
application, but other loan counseling requirements don't apply to 
parents. 

Required borrower information on MPN 
The MPN collects identifying information for the borrower, 

including name, address, date of birth, Social Security Number, and 
driver's license number, and two personal references. If the borrower 
previously borrowed from a particular lender or the lender uses 
electronic loan processing, some of this information may be 
preprinted on the MPN. The borrower must read, sign, and date the 
MPN. 

In completing the FFEL MPN, the borrower must also provide the 
name of a lender. As a convenience, many schools give their 
students a list of lenders who have commonly made student loans at 
that school. However, the student has the right to choose his or 
her preferred lender, even if that lender is not one that the school 
has previously used. (Section 43Z(m) (1) (B) of the HEA) 
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Lenders have some discretion in deciding whether or not to 
make a loan. If you’re unable to help the borrower find a lender 
willing to make an FFEL loan, the borrower should contact the 
guaranty agency that serves his or her state of residence for assistance 
in finding a lender of last resort (LLR) . See Chapter Two for more 
information about the lender of last resort. 

Multi-year use of the MPN 
Under the multi-year feature many students will be able to obtain 

additional loans without having to sign a new MPN for each academic 
year (in Direct Loans) or period of enrollment (in FFEL) . Thus, 
multi-year use of the MPN has been targeted first to those student 
populations most likely to borrow multiple times. 

The multi-year feature of the MPN is available to most four-year 
and graduate/professional schools. To be eligible to use the multi-year 
function of the MPN. a school must: 

offer as its highest program either a master’s degree, doctor’s 
degree, first professional degree, professional certification, or 
bachelor’s degree, as shown on the school’s Eligibility and 
Certification Approval Report (ECAR, page A-2) ; 

not be subject to an emergency action or a proposed or final 
limitation, suspension, or termination action; 

0 be located in the United States. 

Circumstances where a new MPN is required 
Single-Year MPN. Student loan borrowers attending schools not 

authorized to use the multi-year feature of the MPN generally are 
required to complete a new MPN for each loan they receive. Note: A 
new MPN is not required if the new loan is made within the same 
academic year (in Direct Loans) or within the same period of 
enrollment (in FFEL) . . 

Multi-Year MPN. There are several circumstances that would 
require a borrower who has a multi-year MPN to complete a new 
MPN. A new MPN is required if the student’s lender (for an FFEL) 
changes, unless the lender changes as a result of a merger or 
acquisition. A new MPN is also required in certain transfer 
situations where: 

0 The student transfers to a school that is either not eligible to 
use, or chooses not to use, the multi-year feature of the 
MPN. 

0 The student transfers from a school that participates in the 
FFEL Program to a Direct Loan school, and there’s no valid 
Direct Loan MPN on file at the Loan Origination Center. 
Similarly, a student would need a new MPN if transferring 
from a Direct Loan to an FFEL school. (New MPNs would 

Declining the multi-year 
feature-schools 
Schools authorized to use the multi- 

year feature of the MPN don’t have to 
use it-hey have the option to require 
that some or all of their students sign a 
new MPN each year. FFEL schools 
wishing to exercise this option should 
notify their lenders; Direct Loan schools 
that want to have some students sign a 
new MPN should see the Direct Loan 
School Guide for more information 
about this process. 
Direct Loan schools that do not want to 
use the multi-year feature for ANY of 
their students should write on official 
school letterhead to: 

USED/SFA 
Direct Loan Operations/Schools Channel 
Union Center Plaza Rm. 61K4 
830 First Street, NE 
Washington, DC 20202-5162 

See Direct Loan Bulletin DLB 00-20 
hnp://ifap.ed.gov/dlbulletins/doc0248_bodyo~exl.hlm 

Declining or cancelling the multi- 
year feature-students 
Student loan borrowers may decline the 
multi-year feature of the MPN. 
Borrowers may also cancel author- 
ization for subsequent loans to be 
made under an MPN after the first loan 
is made by notifying the lender (for FFEL) 
in writing. Direct Loan borrowers may 
send their written notification to the 
Direct Loan Servicing Center (DLSC) or to 
their school for forwarding to the Loan 
Origination Center (LOC). 
The effective date is the date the school, 
lender, LOC, or DLSC receives the written 
cancellation request. If the borrower 
cancels the multi-year authorization on 
a loan that has not been completely 
disbursed, the school may make 
remaining disbursements on existing 
loans, unless the borrower tells the 
school to cancel or adjust the 
disbursements. 
To obtain additional loans the borrower 
will need to complete a new MPN. 
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Consumer Information for the 
Borrower 
Because students are often first-time 
borrowers, they need to be fully advised 
on the costs and responsibilities of 
borrowing. 

Accordingly, the law requires that the 
borrower receive the following 
information: 
+ At the same time as the MPN, a 
Statement of Borrower‘s Rights and 
Responsibilities. 
+ At or prior to the first disbursement, a 
disclosure statement with specific 
information about that borrower’s loans 
(usually provided by the lender or the 
Direct Loan LOC). 
+ For any subsequent loans provided 
under an existing MPN, a “Plain 
Language Disclosure (PLD)” developed 
by the Department. 

Some of this information should be 
reviewed with the borrower as a part 
of entrance and exit counseling (see 
Chapter Five). 

also be required if the school itself changes from using DL 
to FFEL or vice versa.) 

In some cases, a new MPN will have to be executed because the 
multi-year feature of the former MPN has expired. At Direct Loan 
Program schools, loans for multiple academic years may no longer be 
made under an MPN after the earlier of: 

One year after the date of the borrower’s first anticipated 
disbursement if no disbursement is made during that 12- 
month period; or 

Ten years from the date of the first anticipated 
disbursement. If a portion of a loan is made on or before 
the 10-year limit, remaining disbursements of that loan can 
be made. 

At FFEL Program schools, loans for multiple periods of 
enrollment may no longer be made under an MPN after the earlier 
of: 

0 

0 

Twelve months after the date the borrower signed the MPN, 
if no disbursements were ever made under that MPN; or 

Ten years from the date the student signed the MPN or the 
lender received the MPN. If a portion of a loan is made on 
or before the ten-year limit on the signature date, remaining 
disbursements of that loan can be made. 

Borrower confirmation for subsequent loans 
A crucial step in multi-year use of the MPN is the confirmation 

process, which takes the place of the previous requirement that the 
borrower sign a new note for each academic year (in Direct Loans) or 
period of enrollment (in FFEL) . Schools must develop and document 
a confirmation process to ensure that the borrower wants subsequent 
loans. FFEL schools must work with the lender. The confirmation 
process may be part of the required notices and disclosures that 
already exist, or it may be separate and supplement them. 

To ensure student control over the borrowing process, a student 
must accept, either actively or passively (ie., through notification), the 
loan amount offered. 

Active confirmation - School does not disburse the loan 
until the borrower accepts the proposed loan type and 
amount or requests changes to the proposed loan package. 

Passive confirmation - School does not disburse the loan 
until the borrower is notified of the proposed loan package. 
(The notification can come from the school, lender, and/or 
guarantor.) The borrower only needs to take action if he or 
she wants to decline the loan or make adjustments to the 
type or amount of the loan. 

8-40 

4 4  



Ch. 4 - Starting the Loan Process 

For example, your school’s award letter may include proposed 
loan amounts and types. For active confirmation, the student would 
be asked to confirm the loan amount offered by responding to your 
school’s offer. For passive confirmation, the student would be asked 
to respond only if he or she wanted to cancel or reduce the loan 
amount offered. 

SCWOOL CERTOFOIESIOROGOMAUES %WE LOAM 
The school’s primary responsibility in the loan application 

process is to certify that the student is eligible for the loan amounts 
requested. In Direct Loans, this information is part of the loan 
origination record sent electronically to the Loan Origination 
Center. An FFEL school may submit the certification to the lender 
electronically or on the new paper Federal Stafford Loan School 
Certification form. 

You must certify that the student is an eligible borrower (see 
Chapter 2 of this volume for eligibility rules). The school’s 
certification also includes the student’s grade level, loan period and 
the amounts of the disbursements (using the rules described in 
Chapter 3), as well as the student’s enrollment status and 
anticipated completion/graduation date. 

If your school is eligible to use the multi-year feature of the 
MPN, you must provide this certification each time a loan is made 
under the MPN. 

Certifying eligibility - -  
Your school must-confirm the student’s dependency status and 

Social Security Number. For a student who previously attended 
another college, check the student’s financial aid history on NSLDS 
either when certifying a Stafford Loan or at the time of 
disbursement. (See Chapter 2 for more information on using 
NSLDS to obtain a financial aid history.) For a PLUS Loan, don’t 
certify the application until you have obtained the student’s complete 
financial aid history. 

Schools are no longer required to provide need analysis 
information to the lender. However, you must document the 
student’s cost of attendance, Expected Family Contribution, and 
estimated financial assistance in the student’s file. This information 
must be made available to the lender, the guarantor, or the 
Department upon request. 

You may not certify a loan for more than: 

School Responsibilities 
Certifying an FFEL: 
see 34 CFR 682.603 
Originating a Direct Loan: 
see 34 CFR 685.301 

~~ ~~~ 

Common Origination & 
Disbursement (COD) 
Beginning with the 2002-2003 award 
year, many schools will be submitting 
their Pel1 and Direct Loan records in 
XML format to the new COD system. 
If you are a full COD participant, 
please follow the origination and 
disbursement procedures in the COD 
Technical Reference. 
If your school is a “partial participant,” 
your 02-03 Direct Loan data will be 
submitted via the Direct Loan 
message class, but will be handled 
by the COD system. 
Your 02-03 Direct Loan origination 
and disbursement data will be 
viewable on the Web at: 
h ttp : //cod. ed . g ov 
For technical support, send e:mail to: 
codsupport@afsa.com 
Or, you may call: 

(If you select the 02-03 option, your 
call will be routed to the COD service 
center) 
Remember that your school’s 01-02 
records will continue to be hosted at: 
http://lo-online.ed.gov/ 
The 800 number is the same as for 
COD calls, but the e:mail address for 
inquiries about 01-02 records and 
batches is: 
loan-origination@maiI.eds.com 

1-800-848-0978 

the amount the borrower requests, 
the student’s unmet financial need (in the case of a subsidized 

the student’s COA, or 
the borrower’s maximum borrowing limit (as discussed in 

loan), 

Chapter 3). 
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PROCESS FOR YQUR STUDENTS 
As long as regulatory requirements and the Department's guidelines are met, schools, lenders, and guarantors are free to 
establish their own confirmation process - perhaps even a process that combines elements of active and passive 
confirmation and/or a shared responsibility among the school, lender, and/or guarantor. Schools and the lending 
community have considerable discretion in setting up these processes, including the timing of confirmation. 

For example, confirmation could take place when students apply for aid, when aid is packaged, when loan funds are 
delivered or disbursed, or at some other appropriate time.The confirmation process could cover the entire loan or, instead, 
could require that the student confirm each loan disbursement. GEN-98-25 provides examples of each of these 
confirmation approaches. 

The most effective processes will likely vary among institutions, and as implementation of the MPN proceeds, participants 
are encouraged to use and test various technologies in this process. Some technologies suggested include the Internet, e- 
mail, card technologies, and voice response. 

Generally, schools (in both the Direct Loan and FFEL programs) should use the same confirmation process(es) for all 
borrowers. However, in some cases a school may want to establish more than one confirmation process in order to 
accommodate existing administrative procedures, or because the school believes that it can best inform borrowers of their 
loan obligations if it uses different confirmation processes for different groups of students. 

For example, if a school has a policy that requires undergraduates (but not graduate students) to participate in individual 
counseling sessions before they receive financial aid, it would be reasonable to use the individual counseling sessions to 
meet the confirmation requirement for undergraduate borrowers, and to establish a different confirmation process for 
graduate student borrowers. 

Regardless of the process(es) used, schools (and lenders in the FFEL Program) must document their confirmation 
procedures. A school must retain a description of the process(es) in effect for each academic year in which it makes 
second or subsequent loans under MPNs. The documentation of the process may be kept in paper or electronic format and 
need not be kept in individual borrower files. The documentation must be kept indefinitely, because it must be submitted 
to the Department upon request if a borrower challenges the enforceability of a loan. 

We recommend that schools include a description of the confirmation process in their student consumer information just 
as they do for other school policies, such as refunds and academic progress. 

Certification Options During 
Verification 
If you have reason to believe that the 
information included on the FAFSA is 
inaccurate, you may not certify, 
originate, or disburse a Stafford Loan 
for the student until he or she verifies or 
corrects the information. 
If you have no reason to believe that the 
information included on an application 
is inaccurate prior to verification, you 
have the option of certifying or 
originating a Stafford Loan, but the 
loan funds may not be disbursed until 
verification has been completed. 
(34 CFR 668.58 Interim disbursements) 

If a subsidized Stafford Loan applicant has been selected for 
verification, you may wait until verification has been completed to 
certify the Stafford Loan application, or you may certify the 
application if there is no information which conflicts with that 
provided by the applicant. If you choose to certify the application 
without waiting for verification, you may not credit the loan funds to 
the student's account or pay the student directly until verification has 
been completed. 

A financial aid administrator may refuse to certify the loan 
application for a borrower if the reason for the refusal is documented 
and provided in writing to the student. Similarly, the financial aid 
administrator may certify a loan for an amount less than that for which 
the borrower would otherwise be eligible if reasons for doing so are 
documented and explained to the student in writing. 
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A financial aid administrator should be aware of the responsibility 
incurred in certlfying a loan. The school, not the lender, determines 
the student’s or parent’s eligibility for a Stafford or PLUS Loan. (An 
eligible foreign school is also responsible for determining eligibility, 
although such a school generally contracts with a guaranty agency or a 
consultant for assistance.) Schools that certify loans for ineligible 
students, or loan amounts that exceed loan limits or the student’s 
need, are subject to administrative actions such as fine, limitation, 
suspension, and termination, as well as liabilities such as repayment 
to the government of interest and special allowance on the 
ineligible loans. 

Number of disbursements to the borrower 
In most cases, the Stafford and PLUS loan funds must be 

disbursed in at least two installments with no installment exceeding 
one-half the loan amount. If the program uses standard academic 
terms (for example, semester, trimester, or quarter) and measures 
progress in credit hours, disbursements are made as follows: 

If there is more than one term, the loan must be disbursed over all 
terms of the loan period. For example, if a loan period includes 
all three quarters of an academic year, the loan must be 
disbursed in three substantially equal payments. If the 
remaining portion of the program is less than an academic year 
but at least one payment period or longer, the loan must be ~. - 

disbursed in equal amounts at the beginning of the remaining 
portion and at the portion’s calendar midpoint. 

If there is only one term, the loan must be disbursed in equal 
amounts at the beginning of the term and at the term’s calendar 
midpoint. 

If the program measures progress in clock hours or in credit hours 
without using standard terms, disbursements are made as follows: 

If the program is one academic year or shorter, the loan is disbursed in 
equal amounts at the beginning of the program and at the 
program’s calendar midpoint. 

0 If the program is longer than an academic year, and the remaining 
portion of the program is less than a full academic year, the loan 
must be disbursed in equal amounts at the beginning of the 
remaining portion and at the portion’s calendar midpoint. 

For clock hour and credit hour nonterm programs, bear in 
mind that the second disbursement may not be made until the 
student has successfully completed the academic coursework for the 
portion of the program covered by the prior disbursement. 

Authority to refuse to originate/ 
certify a loan 

Direct Loans-34 CFR 685.301 
FFEL-34 CFR 682.603 

Multiple Disbursements 
Requirement 
See 34 CFR 682.207(c-e) and 
34 CFR 682.301(b) 

Exceptions to Multiple 
Disbursement Requirement 
There are three significant exceptions to 
this multiple disbursement requirement: 
+ If any payment period has elapsed 
before a lender makes a disbursement, 
a single disbursement may be made for 
all completed payment periods. 
-P If the period of enrollment is not more 
than one quarter, one semester, one 
trimester, or four months (for programs 
with nonstandard terms or without 
terms), the Stafford Loan can be made in 
one disbursement if your school’s 
Stafford loan default rates were less 
than 10% for the three most recent 
years for which data is available. 
d You may pay a student in an eligible 
study-abroad program in one 
disbursement, regardless of the length 
of the loan period, if your school’s most 
recently calculated Stafford loan default 
rate is less than 5% for the single most 
recent fiscal year for which data is 
available. 

For more information, please refer to the 
Cohort Default Rate Guide on the 
IFAP Web site. 

http://ifap.ed.gov/drmaterials/FinalCDRG.html 
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Foreign Study Exception 
Delayed Disbursement 
Requirement 

to 

A loan disbursement can be made to a 
first-time, first-year borrower within the 
normal time frame (without waiting 30 
days) if the borrower is attending an 
eligible foreign school, or if the 
borrower is in a study-abroad 
program and the home school in the 
U.S. had a Stafford loan default rate 
less than 5% (in the most recent fiscal 
year for which data was available). 

For more information, please refer to the 
Cohort Default Rate Guide on the 
IFAP Web site. 

http://ifap.ed.gov/drrnaterials/FinalCDRG.htrnl 

Timing of disbursements to the borrower 

start of classes for the academic term, or the completion of the 
academic work for the prior payment period (for a clock hour or 
credit hour nonterm program). The earliest that a school may use 
SFA funds to credit the student’s account or to pay a student or 
parent is 10 days before the first day of classes for that payment 
period. (See Volume 2, Chapter 5 of the SFA Handbook, and 34 CFR 
668.164) 

The time frame for paying the borrower is closely related to the 

If your school had a Stafford Loan default rate of 10% or 
greater in any of the last three years for which a rate was calculated, 
you may not pay Stafford loan funds to first-time, first-year 
undergraduate students until 30 days after the first day of the student’s 
program. (This limitation does not apply to PLUS loans.) 

Subsequent payments of the loan may have to be delayed at a 
clock hour or nonterm school if the student has not completed the 
academic work for the prior payment period. The FFEL and DL 
regulations give a more specific explanation for the loan programs 
(see 34 CFR 682.604 (c) and 685.301 (b)) : 

For a nonterm credit hourprogram, you may not make the 
second disbursement until the calendar midpoint between 
the first and last days of the loan period, and only if the 
student has completed half of the academic coursework in 
the loan period. 

For a clock hour program, you may not make the second 
disbursement until the calendar midpoint between the 
first and last days of the loan period, and only after the 
student has completed half of the clock hours in the loan 
period. 

If the loan period is one payment period, you must make two 
payments to the borrower, and may not make the second 
payment until the calendar midpoint between the first 
and last days of the loan period. 

Submission of Origination Record and drawdown of funds 
(Direct Loans) 

Direct Loans are originated by schools. The origination process 
includes the steps that a school would take to certify a loan in 
FFEL-in particular, the determination of the number of 
disbursements and the amounts to be disbursed. Depending upon 
the school’s level of origination, the remaining parts of the loan 
process are handled either by the school or by the Loan Origination 
Center (LOC). The Direct Loan School Guide (Chapter 7 )  contains 
detailed instructions about the procedures for drawing down funds in 
the Direct Loan Program, so that information will not be duplicated 
here. We’ll discuss loan disbursement procedures in Chapter 6. 
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School checklist for loan certification 
For all Stafford and PLUS loan applications, the school 
must: 
confirm that the student (and parent) meet the definition of 

eligible borrower, 
determine the student‘s enrollment status and satisfactory 

academic progress, 
review the NSLDS information on the ISlR to ensure that the 

student (or both the student and parent in the case of a PLUS 
Loan) is not in default on any SFA loan and does not owe a 
refund on any SFA grant or scholarship and will not exceed the 
annual or aggregate loan limits applicable to the borrower, 

ensure that the amount of the loan, in combination with 
other aid, will not exceed the student‘s financial need or the 
annual or aggregate loan limit. 

For a Stafford loan, the school must also: 
determine the student‘s Pel1 Grant eligibility (for a subsidized 

Stafford Loan, the need analysis must use an official EFC 
calculated by the Department to determine the student’s 
financial need), and if eligible, include the grant in the student’s 
aid package, 

for an unsubsidized Stafford Loan, first determine the student’s 
eligibility for a subsidized Stafford Loan, 

prorate Stafford Loans for programs of study that are shorter 
than an academic year and for programs in which the remaining 
period of study is less than an academic year in length, and 

ensure that the loan disbursement dates meet the cash 
management and disbursement requirements for Stafford 
Loans. 

~ 

Lendedguarantor approval (FFEL only) 
The lender or guarantor will match the information included by 

the school on the certification (electronic or paper) to the MPN by 
comparing the student’s identifying information. The lender or 
guarantor should check the permanent address information on the 
MPN to see if it has changed. The school must supply the student’s 
cost of attendance, EFC, and estimated financial assistance to the 
lender or guarantor upon request. 

The lender will also check to make sure that the school is eligible 
to use the multi-year feature of the MPN. If the student transfers to a 
school that is not eligible to participate in the multi-year process and 
continues to use the same lender, the lender is responsible for 
obtaining a new signed MPN for each loan at the new school. 

A lender may elect not to make a subsequent loan under an 
existing MPN or require a new MPN from a borrower even though the 
borrower remains enrolled at a school authorized to use the multi-year 
process. 

A lender is prohibited from discriminating against an applicant on 
the basis of race, national origin, religion, sex, marital status, age, or 
disabled status. However, a lender may decline to make loans to 
students who do not meet the lender’s credit standards or to students 
at a particular school because of the school’s default rate, or to 
students enrolled in a particular program of study. A lender may 
decline to make FFELs for less than a specified amount; for example, a 
lender could refuse to make a loan for less than $500. 

Once guaranty agency approval is obtained, the lender will send 
Stafford loan funds to your school in the appropriate amount for 
each disbursement to the student; or the lender will send the funds 
directly to the student if he or she is enrolled in a foreign school. For a 
PLUS, loan funds are sent in at least two disbursements to the school 
by EFT or by a check made copayable to the school and the parent 
borrower. We’ll discuss loan disbursement procedures in Chapter 6. 

Blanket Agreements for Guaranty 
Approval 
A lender must receive guaranty agency 
approval for an FFEL in order for the 
lender to disburse the loan and, if 
applicable, be eligible for payment of 
federal interest benefits. Under the 1998 
Amendments, a guaranty agency may 
offer eligible lenders participating in the 
agency‘s guaranty program a blanket 
guaranty that permits the lender to 
make loans without receiving prior 
approval from the guaranty agency for 
individual loans. 
See Section 428(n) of the Higher 
Education Act of 1965, as amended 

BEST COPY AVAILABLE 
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The process for completing the MPN for a Stafford Loan and making the initial loan 
includes the following elements, though the process may be a bit different for the 
FFEL and Direct Loan Programs and some school and lender procedures may be in 
a slightly different order. 

1 

Copies of the Master Promissory Note and ancillary documents are available on-line at 
FFEL Stafford Loan MPN htt~://ifap.ed.gov/dpcletters/GEN0207.html 

Direct Stafford Loan MPN httD://www.ed.aov/DirectLoan/brr.html 

For instance, as shown in the beginning of this chapter, a student might initiate the 
loan process by completing the FAFSA and the MPN. In some cases, the lender 
would then notify the school of the loan request and the amount requested and the 
school would certify/originate the loan if the student is eligible. 

Student Applies for Aid. The student fills out the FAFSA (or a renewal FAFSA) 
and an MPN for the initial loan.+if The Borrower’s Rights and Responsibilities 
Statement must be given to the borrower with the MPN. 

School Determines Eligibility and Loan Amount. The school confirms 
the student’s eligibility for federal student aid, determines the loan period and loan 
amount, and packages the loan(s) requested. (In a traditional setting, the packaging 
process would be completed and an award letter sent to the student before the 
student completes the MPN.) 

Certification/Origination. For FFEL loans, the school certifies the student’s 
loan eligibility. For Direct Loans, the school originates the loan. 

In the FFEL Program, the loan is approved by the lender or guaranty agency. 
+> In the Direct Loan Program, the school submits an origination record to the LOC 
+> and receives an acknowledgment from the LOC. 

Disclosure. Either before or at the time of the first disbursement, the borrower 
must be given a disclosure statement with specific information about the type(s) of 
loans the borrower is getting, anticipated disbursement amount(s), anticipated 
disbursement date(s), and instructions on how to cancel the loan(s). (The disclosure 
is often provided by the lender or the Direct Loan Origination Center.) 

hpayment to the Borrower. The school (after checking that the borrower is still 
eligible) disburses the loan funds to the student’s account or directly to the borrower, 

-and notifies the borrower of each disbursement. (See Volume 2, Chapter 5) 



Loan counseling is particularly important because new students often have little 
or no experience with repayment and managing debt. Your school must ensure 
that the student receives comprehensive entrance and exit counseling, even 
though the counseling may be given by a consultant or a servicer, or by a lender 
or guarantor (usually on the Web). At a minimum, you must provide entrance 
counseling to first-time Stafford borrowers before the first disbursement of a loan 
can be made, and exit counseling before leaving school. I f  the counseling is 
given electronically, you ’II need to make sure that the student receives written 
counseling materials for any required information that is not provided in the 
electronic counseling presentation. Your school is also responsible for making 
knowledgeable staff available to answer student questions. 

0 

This chapter covers the elements of entrance and exit 
counseling that are either required by regulation or recommended. 
However, there are many ways to deliver this information and to 
reinforce it through continuing contacts with your student 
borrowers. You have an opportunity at each disbursement to 
remind students about the importance of academic progress, 
planning for future employment, and staying in touch with the 
holder of the loan. 

a 
Dynamic presentation of material at both entrance and exit 

interviews-using charts, handouts, audiovisual materials, and 
question-and-answer sessions-can convey your message with greatest 
effect. The Direct Loan Progam and many FFEL guaranty agencies, 
lenders, and other organizations offer on-line counseling through 
the Web, videos, pamphlets, and other counseling materials. 

Your school may choose to rely on the Web counseling services, 
if those services provide all of the information required by 
regulation. The program regulations have been amended to allow 
a school to provide counseling through “interactive electronic 
means.” However, regulations also require that knowledgeable 
financial aid staff at the school must be reasonably available to 
answer questions from student borrowers. 

Regardless of the counseling methods your school uses, you 
must be sure to document that the student received entrance and 
exit counseling. In the case of Web-based counseling, the 
documentation may consist of the student’s certification on a copy 
of the “Borrower’s Rights and Responsibilities” that he/she has 
received entrance counseling. You can usually get confirmation 
that the student has completed the on-line counseling session 
through a printout, electronic message, or other means. 

a 

Direct loan Counseling 
Direct Loan schools can order coun- 
seling materials by calling: 

1-800-848-0978 

On-line counseling and print material: 
are also available on-line at the Direcl 
Loan Web Site: 

h ttp: / / Lo-online.ed. gov 

~~ 

NEW! Student loan Guide 
We’ve added a new volume to the 
Handbook that has consumer 
information about student loans. The 
first two chapters of the Student Loan 
Guide contain most of the information 
required for entrance and exit 
counseling requirements. (The 
chapters also list the additional 
information that you’ll need to 
provide.) 

On-line Counseling 
Discussion in preamble to 
August 10,1999 NPRM; 

Dk34-CER-685.3Q4 
FFEL-34 CFR 682.604 
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Counseling materials for over- 
seas or correspondence students 
If a borrower is participating in a 
school’s year-abroad program or other 
off-campus program, and has not 
previously received a loan at that 
school, the school must provide 
entrance counseling information by mail 
before releasing loan proceeds. A 
school that offers correspondence 
coursework as part of its academic 
programs must also provide the 
information by mail before releasing 
loan proceeds. You may also pay an 
off-campus student if you’ve received 
documentation that the student has 
completed entrance counseling on a 
Web site that provides all the 
counseling information required by 
SFA regulations. 

Entrance Counseling 

FFEL-34 CFR 682.604(f) 
DL-34 CFR 685.304(a) 

Alternative Entrance Counseling 
Approaches 
The Direct Loan regulations describe 
how a school may adopt alternative 
approaches as a part of its quality 
assurance plan - see 34 CFR 
685.304(a)(5) 

The chart at the end of this chapter summarizes information to 
be covered as a part of entrance and exit counseling sessions. The 
arrows indicate those elements that must be covered in both 
entrance and exit counseling. 

ENURANCE COUNSELING 
A school must conduct “initial” or entrance counseling before 

releasing the first disbursement of the first Federal Stafford Loan 
made to a student borrower. The counseling must be conducted in 
person, by audiovisual presentation, or by interactive electronic 
means, and a person knowledgeable about Student Financial 
Assistance (SFA) programs must be available for questions shortly after 
the counseling session. 

Required elements of entrance counseling 
The Direct Loan and FFEL regulations and Program 

Participation Agreements require that certain information be 
included in entrance counseling. Some of this information is 
included in the “Borrower’s Rights and Responsibilities” statement 
that must accompany the MPN, but you should review and elaborate 
on these points as a part of the counseling presentation. 

Use of the Master Promissory Note. Both the Direct Loan and 
FFEL regulations require that entrance counseling include an 
explanation of the MPN. You should advise the student to 
carefully read the MPN and the Borrower’s Rights and 
Responsibilities statement before signing the MPN. 

Importance of repayment. The regulations also require that 
entrance counseling “emphasize . . . the seriousness and 
importance of the repayment obligation.” The counseling 
should stress that the borrower must make payments on his or 
her loans even if the borrower does not receive a payment 
booklet or a billing notice. The lender or Direct Loan Servicing 
Center sends payment coupons or billing statements as a 
convenience for the borrower. Not receiving them does not 
relieve the borrower of his or her obligation to make payments. 
(Direct Loan borrowers are encouraged to set up electronic 
debiting of a bank account to repay their loans-electronic 
debiting is also available through many FFEL lenders.) 

Consequences of default. The regulations require that entrance 
counseling “describe in forceful terms the likely consequences 
of default, including adverse credit reports and litigation.” We 
also recommend that you tell the borrower of the charges that 
might be imposed for delinquency or default, such as the 
lender’s or guarantor’s collection expenses (including attorney’s 
fees). Defaulters often find that repayment schedules for loans 
that have been accelerated are more stringent than the original 
repayment schedule. A defaulter is no longer eligible for any 
deferment provisions, even if he or she would otherwise qualify. 
Finally, a defaulter’s federal and state tax refunds may be seized 
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and wages garnished, and the borrower loses eligibility for any 
further funding from the SFA programs. 

Must repay regardless of educational outcome. Entrance 
counseling information for an FFEL school must explain that 
the student borrower is obligated to repay the full loan even if 
he or she doesn’t finish the program, can’t get a job after 
graduating, or is dissatisfied with the school’s educational 
program or other services. 

Average indebtedness and monthly repayment. A Direct Loan 
school must include general information on the average 
indebtedness and the average anticipated monthly repayment 
for students who have received Direct Loans in the same 
educational program or at that school. 
required for FFEL schools, but is recommended.) 

(This information is not 

Recommended counseling information 

you include the following information in your counseling session. 
In addition to the required elements above, we recommend that 

Terms and conditions of the loan. As a part of entrance 
counseling, the borrower should be told the current interest 
rate on h idher  loan (s)  , the applicable grace period, and the 
approximate date the first installment payment will be due. 

Often a student loan is the borrower’s first experience in 
obtaining a loan of any kind, and a counselor should clearly 
explain basic loan terminology to ensure that a borrower is 
aware of his or her obligations. FFEL program counseling 
materials should define terms such as “loan servicer,” the use of 
contractors to service the loan, and should explain the process 
of selling loans to other lenders or to “secondary markets.” 
Lenders and guaranty agencies provide explanations about 
these and other terms in the material they make available to 
students and schools. (A loan servicer is a corporation that 
administers and collects loan payments for the loan holder. A 
secondary market is a lender or a private or public agency that 
specializes in buying student loans.) 

0 Repayment options. The counseling information should explain 
that the exact repayment schedule will not be provided until 
loan repayment begins. The student should also be told that 
certain fees (the origination fee and, for FFEL, an insurance 
fee) will be subtracted from the loan amount before the loan is 
disbursed but that repayment of the full loan amount is 
required. The counseling should also review the availability of 
loan consolidation and refinancing. 

Budgeting. It would also be helpful to include general 
information for the student about budgeting of living expenses 
and personal financial management. Financial planning 
includes decisions by the borrower about the amount of student 

Borrower’s Rights 
and Responsibilities 
Statement 
These are the contents of the 
statement that the borrower must 
receive prior to signing the Master 
Promissory Note - Appendix D 
recommends that you review the 
student‘s rights and responsibilities as 
a part of exit counseling. 

Governing Law 
Use of this Note 
Subsidized and Unsubsidized 

Maximum Program Loan 

Maximum Individual Loan 

Use of Loan Money 
Disbursement of Loan Money 
Change of Status 
Effect of Loans on Other Student 

Loans 

Amounts 

Amounts 

Aid 
Grace Period 
Repayment 
Interest Rates 
Payment of Interest 
Loan Cancellation 
Sale or Transfer of Loans (FFEL) . Loan Discharge 
Consequences of Default . Capitalization of Interest 
Credit Bureau Notification 
Special Repayment 

Deferments 
Forbearance 
Repayment Chart (showing 
repayment amounts under 
different repayment plans, based 
on varying amounts of initial 
debt) 

Arrangements 
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aid that he or she can afford to borrow. Budgeting information 
can be combined with an assessment of the student’s earning 
potential in his or her chosen career, and with required 
information about anticipated monthly payments and overall 
indebtedness. 

Communication with the lender and change in status. The 
counseling should stress the student’s obligation to keep the 
lender (or the Direct Loan Servicing Center) informed about 
address changes, or changes in enrollment. (Failure to tell the 
lender about these changes is perhaps the primary reason that 
loans go into default.) The borrower should always know the 
most current name and address of the lender, the loan servicer, 
and the guarantor of the loan. 

The student is required to inform the lender when he or she 
graduates, changes schools, drops below half time, or withdraws 
from school. The borrower also must tell the DL Servicing 
Center or the lender if hidher  address changes (including 
changes in the permanent address while in school). The 
student should also be reminded of the importance of notifying 
the holder of the loan in the event of a name change (including 
the change of a last name through marriage) or a change in 
Social Security Number. 

Requesting deferments, etc. The borrower should have a 
general understanding of the deferment, forbearance, and 
cancellation options, and how to apply for them. The 
counseling should stress that the borrower needs to contact the 
lender if he or she is having difficulty in repaying the loan, as 
the lender may be able to suggest options that would keep the 
loan out of default. 

Review Borrower’s Rights and Responsibilities. As noted in the 
chapter on Making Loans, the student must receive a statement 
of Borrower’s Rights and Responsibilities. This may be provided 
by the Direct Loan Origination Center or the FFEL lender, but 
it’s a good idea to review the information on the statement with 
the borrower to make sure that he or she is familiar with that 
information. 

We also recommend the use of written tests to make sure that 
the student understands the terms and conditions of Stafford Loans. 
If the student fails the test, you should make sure that the student 
receives additional counseling. (Testing and additional counseling 
after failed tests are required if your school is implementing a default 
management plan because it has a high cohort default rate.) 
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Other useful information for entrance counseling 
There are some other points that the borrower should be aware 

of, even though they are not explicitly mentioned in the 
regulations. You may want to include these in your counseling 
materials: 

Refund and other policies affecting withdrawals. The borrower 
should be aware of the school’s academic progress policy and 
refund policy, and how the return of SFA funds will affect loan 
repayment. 

Importance of keeping loan records. This would be a good time, 
if your school has the resources, to provide a student with a 
folder or other aids to encourage him or her to keep all 
financial aid materials in one place. The student should keep 
copies of all records relating to the loan, beginning with the 
Master Promissory Note and notices showing when the student 
received loan payments or hidher  account was credited. The 
student should keep the loan repayment schedule provided by 
the lender when repayment begins, as well as records of loan 
payments-including canceled checks and money order 
receipts. The student should keep copies of any requests for 
deferment or forbearance, or any other correspondence with 
the lender. 

Availability of other aid. In the Program Participation 
Agreement (PPA) , a school agrees to provide information about 
state grant assistance in the state where it is located. (For out-of- 
state students, your school should provide a source of 
information for state grant assistance in the student’s home 
state.) In general, you should always encourage your student 
borrowers to explore sources of grant assistance that might 
might reduce their need for loans. 

Reminder about exit counseling. Because many students leave 
school before the scheduled end of their academic programs, 
it’s helpful to remind students during entrance counseling that 
they are obligated to attend exit counseling before they cease to 
be enrolled at least half time. 

r;p, 
uy  
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Exit counseling 
requirements cites 
DL-34 CFR 685.304(b); 
FFEL-34 CFR 682.604(g) 

Staying in touch with the Direct 
loan Servicer 
If they keep their PIN number handy, 
Direct Loan borrowers can manage 
their loans on-line by going to: 

http: / www. dlservicer. ed . gov/ 

to check account balances, change 
address, estimate repayments, or print 
out forms (deferment, forbearance, 
electronic debit account). 

A school can conduct exit counseling in person, either 
individually or in groups. As with entrance counseling, exit 
counseling is also offered on the Web by guarantors, lenders, and 
the Direct Loan Program. Student borrowers should be advised to 
complete on-line exit counseling or sign up for a counseling 
session (if offered at your school) shortly before graduating or 
ceasing at-least-half-time enrollment. As with entrance counseling, 
knowledgeable financial aid staff at the school must be reasonably 
available to answer questions from student borrowers. One of a 
borrower’s obligations is to participate in an exit counseling session. 

Required elements of exit counseling 

session will again be presented during exit counseling. The emphasis 
for exit counseling shifts, however, to more specific information 
about loan repayment and debt-management strategies. The 
following information must be provided as a part of exit counseling: 

Some of the material presented at the entrance counseling 

Projected monthly repayment. The borrower must be given an 
estimate of the average monthly payments based on hidher  
indebtedness (or on the average indebtedness of Stafford 
borrowers at that school or in that program). We recommend 
giving the borrower a sample loan repayment schedule based on 
h idher  total indebtedness. A loan repayment schedule usually 
will provide more information than just the expected monthly 
payment - for instance, it would show the varying monthly 
amounts expected in a graduated repayment plan. 

Note that the lending organization is not required to send the 
repayment schedule to the borrower until the grace period. 
Direct Loan borrowers who use the On-line Exit Counseling 
Session (www.dlservicer.ed.gov) can view repayment schedules 
based on their account balances (using their PIN numbers), 
select a repayment plan, and update demographic information. 

In Direct Loans, a school may request that the Servicing Center 
send the repayment schedule information to the financial aid 
office 30, 60, or 90 days before the student completes the 
program. If the school chooses this option, it accepts the 
obligation to deliver this repayment information to the 
borrower either in the exit counseling session or by mailing it 
to the borrower. 

Repayment options. The counseling must review the available 
options for loan repayment, such as the standard, extended, 
graduated, and income-contingent/income-sensitive plans. 
The option of consolidating loans must also be discussed. 

A Consolidation Loan can help student and parent borrowers 
simplify loan repayment by consolidating several types of 
federal student loans with various repayment schedules into 
one loan. If the borrower has more than one loan, a 
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Consolidation Loan simplifies repayment because there’s only 
one lender and one monthly payment. Consolidation may also 
be an option for a borrower in default, if certain conditions are a met. 

The borrower should also be aware that some deferments 
and other benefits available with h idher  current loans 
(especially Perkins) may be lost through consolidation. 

Both the Direct Loan Program and the FFEL Program offer 
Consolidation Loans. Direct Consolidation Loans are available 
from the U.S. Department of Education. FFEL Consolidation 
Loans are available from participating lenders such as banks, 
credit unions, and savings and loan associations. 

Debt management strategies. A counselor should stress the 
importance of developing a realistic budget based on the 
student’s minimum salary requirements. It’s helpful to have the 
student compare these costs with the estimated monthly loan 
payments, and to emphasize that the loan payment is a fixed 
cost, like rent or utilities. 

Deferment, forbearance, and cancellation. The counseling 
should reinforce the availability of deferment and cancellation 
for certain situations, and emphasize that the borrower must 
initiate the process by applying to the lender or the Direct Loan 
Servicing Center. FFEL schools are also required to discuss the 
availability of forbearance. It’s also very important that the 
borrower remember that he or she must continue to make 
payments on the loan while waiting for approval of his or her 
request. 

a 
Keeping in touch with the lender and change of status. Exit 
counseling should review the borrower’s responsibility to notify 
either the lender or the Direct Loan Servicing Center of 
changes in enrollment status and contact information such as 
address and phone number. 

Other information from entrance counseling. Exit counseling 
also must review several topics that were covered in entrance 
counseling, such as the consequences of default and the 
importance of the repayment obligation. Exit counseling at 
FFEL schools must also review the use of the Master Promissory 
Note, and the obligation to repay the loan even if the borrower 
drops out, doesn’t get a job, or is otherwise dissatisfied with the 
quality of the school’s educational programs and services. 

Checking completion of on-line 
exit counseling 
Direct Loan schools can use the 
program’s Web site to confirm which 
of their students have completed on- 
line exit counseling: 

http://www.dIservicer.ed .gov/schools/ 

Similar on-line counseling services are 
provided by guarantors in the FFEL 
program. 

Provide information about the availability of the SFA 
Ombudsman’s office. The Ombudsman’s office is a resource 
for borrowers to use when other approaches to resolving student 
loan problems have failed. Borrowers should first attempt to 
resolve complaints by contacting the school, company, agency, 
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FSA Ombudsman Office 

Toll-free: 1-877-557-2575 
http://fsa help.ed .gov 

or office directly involved. If the borrower has made a 
reasonable effort to resolve the problem through normal 
processes and has not been successful, he or she should contact 
the SFA Ombudsman. 

US. Department of Education 
FSA Ombudsman 
830 First Street, NE 
Fourth Floor 
Washington, DC 20202 

fax: 202-275-0549 

Further recommendations for exit counseling 

address of the borrower’s lender (s) , based on the latest information 
that your school has. The counseling presentation should also explain 
to the student how to complete deferment forms and prepare 
correspondence to the lender. 

It’s a good idea to provide the student with the current name and 

As with entrance counseling, we recommend the use of written 
tests to ensure comprehension of the exit counseling information, 
with additional counseling provided to students who fail the test. 
(Testing and additional counseling may be required if your school is 
implementing a default management plan.) 

Information to be provided by borrower 

the borrower’s expected permanent address after leaving school, the 
address of the borrower’s next of kin, and the name and address of 
the borrower’s expected employer (if known). A school must correct 
its records to reflect any changes in a borrower’s name, address, Social 
Security Number, or references, and it must obtain the borrower’s 
current driver’s license number. Within 60 days after the exit interview, 
the financial aid office must provide this information to the guarantor 
(indicated in the borrower’s student aid records) or the Direct Loan 
Servicing Center. 

During exit counseling, the financial aid administrator must obtain 

Responsibilities if a student misses exit counseling 

you must confirm that the student has completed on-line 
counseling, or mail exit counseling material to the borrower at his or 
her last known address. The material must be mailed within 30 days 
after learning that the borrower has left school or failed to participate 
in an exit counseling session. For correspondence programs, you must 
send the borrower written counseling materials within 30 days after the 
borrower completes the program, with a request that the borrower 
provide the contact and personal information that would ordinarily 
have been collected through the counseling process. 

If the student borrower drops out without notifying your school, 

If you’re mailing these exit materials, you’re not required to use 
certified mail with a return receipt requested, but you must document 
in the student’s file that the materials were sent. If the student fails 
to provide the information, you are not required to take any further 
action. 
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I Entrance Counseling J Exit Counseling I 
1 

____________- -- -______- 

Required Elements: 

Reinforce Importance of Repayment 3 
Describe Consequences of Default 3 
Explain Use of the Master Promissory Note 3 
Stress that  Repayment Is Required Regardless 

3 of Educational Outcome and 
Subsequent Employability 

Provide Estimate of Average Indebtedness and 
Monthly Repayment 

Recommended Elements: 

Review Terms and Conditions of the Loan 

Review Repayment Options 

Discuss Budgeting 

Reinforce Importance of Communicating 
Change of Status, Etc. with the Lender 

Review Deferment, Forbearance, Cancellation 
Options and Procedures 

Review Borrower's Rights and Responsibilities 

Other Useful Information: 

Availability of Other Aid 

Review Refund and Other Policies Affecting 
Withdrawals 

Reinforce Importance of Keeping Loan Records 

Remind Student of Exit Counseling 
Requirement 

Required Elements: 

Provide Estimate of Monthly Payments 

Review Loan Consolidation Option (and, a t  
Direct Loan Schools, Repayment Options) 

Discuss Debt Management Strategies and 
Options 

Review Deferment and Cancellation Options 
and Procedures (and, a t  FFEL Schools, 
Forbearance) 

FFEL Schools: Reinforce Importance of 
Communicating Change of Status, Etc. with 
the Lender. DL Schools: Explain How to 
Contact Servicing Center 

Provide Information about Availability of SFA 
Ombudsman's Office 

Update any changes to student's personal 
information (name, social security number, 
etc.) and collect driver's license number, 
expected permanent address, address of next 
of kin, and name and address of employer (if 
known) . 

Review certain elements also covered in 
entrance counseling (indicated by arrows in 
left-hand column-elements indicated by 
outlined arrow are only required to be 
repeated in exit counseling for FFEL.) 

Recommended Elements: 

Provide Student with Contact Information for 
Lend er(s) 

Advise Student on Preparation o f  
Correspondence to Lender, Deferment 
Requests, Etc. 

- 
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The Department (in Direct Loans) or a lender (in FFEL) provides loan funds to the school for 
payment to the student or parent borroweK The school is responsible for ensuring that the 
student is still enrolled at least half time and otherwise eligible at  the time ofpayment. A 
school may credit loan proceeds to the student k account, pay the student or parent directlj or 
combine these methods. In 1996, cash management regulations set specific time frames for 
transfer of funds to the school and payment to the borrower-be sure to review Volume 2, 
Chapter 5 of this Handbook for a discussion of those disbursement requirements for all SFA 
programs. 

THE DOSBMRSEMENU PROCESS 
After receiving the loan funds from the lender (or the 

Department, in the case of Direct Loans), you will disburse the 
funds by crediting them to the student’s school charges and/or 
paying the student directly. 

A disclosure statement must be provided to the borrower either at 
or prior to the first disbursement. In the FFEL Program, the 
disclosure statement is provided by the lender or guarantor. In the 
Direct Loan Program, the school may choose to send disclosure 
statements or let the Loan Origination Center (LOC) send them. The 
disclosure will include information that is specific to the borrower’s 
loan: the type of loan, anticipated disbursement amount (s) , 
anticipated disbursement date (s) , and instructions on how to cancel 
the loan (s) . For any subsequent loans provided under an existing 
MPN, borrowers must also receive a “Plain Language Disclosure 
(PLD) ” developed by the Department. 

a 
. 

A Note on Terminology ... 
Traditionally, the FFEL regulations 
have referred to the lender’s 
“disbursement“ of funds to the 
school, and the school’s “delivery of 
the loan proceeds“ to the student. 
More recently, the Cash 
Management regulations have 
defined the disbursement of a loan 
as the payment to the borrower. 
In this chapter, we will use 
”disbursement” in the sense of the 
Cash Management regulations, that 
is, payment to the borrower. 

Paying loan Funds to the 
Borrower 
34 CFR 668.164, General Provisions 
34 CFR 682.604, FFEL 
34 CFR 685.303, Direct Loans 

Checking eligibility at the time of disbursement 
You’ve already certified that the student is eligible when you 

sent the loan information to the lender (see Chapter 4, “Starting 
the Loan Process”). However, you must also ensure that the student 
has maintained continuous eligibility before you disburse the loan. 

The most common change that would make a student ineligible 
for a disbursement is if the student has dropped below half time, so 
it is important that your office have a system to check the student’s 
enrollment status at the time of disbursement. 

If the student has dropped below half time temporarily,.you may 
still make a first disbursement (and subsequent disbursements) after 
the student resumes at least half-time enrollment. However, you 
must make sure that the student continues to qualify for the entire a 

Common Origination and 
Disbursement (COD) System 
Beginning this spring (2002), Direct 
Loan schools will report their 
disbursements for the 2002-2003 
award year to the COD system. 
For 02-03 Direct loan data & 
support: 
http://cod.sfa.ed.gov 
codsupport@afsa.com 

For 01-02 Direct loan data & 
support:: 
http://lo-online.ed.gov/ 
loan-origination@mail.eds.com 

1-800-848-0978 

1-800-848-0978 

BEST COPY AVAILABLE 8-57 



Wol. 8 - Direct Loan and FFEL Programs, 2002-2003 

Student starts later in the 
payment period 
If a student delays attending school but 
begins attendance within the first 30 
days of enrollment, the school may 
consider the student to have maintained 
eligibility for the loan from the first day of 
the enrollment period. 

amount of the loan-the change in enrollment may have resulted in 
a significantly lower cost of attendance. The aid administrator must 
document this review in the student’s file. 

Also remember that your school cannot retain the loan funds 
indefinitely-check Chapter 5 on “Cash Management” in Volume 2. 

When you report the student’s change in enrollment status but 
expect the student to resume enrollment within a time period that is 
less than a payment period in length, you must specifically request that 
the lender make the second or subsequent disbursements. Otherwise, 
the lender is required by law to cancel the second disbursement. (See 
34 CFR 682.207(b)) 

If the student has transferred from another school, you must 
check the National Student Loan Data System to confirm that the 
student is not in default and is still within the annual and aggregate 
loan maximums. (See Chapter 4 of this volume for more 
information on using the NSLDS to confirm the outstanding loan 
amounts for transfer students.) 

Disclosure Statement 

The disclosure statement is not the same thing as the notification of a disbursement that your school must send to the 
student. An FFEL lender must give a borrower a copy of an initial disclosure statement prior to, or at the time of, the first 
loan disbursement. In the Direct Loan Program, a school may elect to provide this disclosure to the student, or, if the 
school prefers, the statement will be provided to the student by the Loan Origination Center. In addition to general 
information about the student‘s rights, this disclosure will include some information that is specific to the student‘s loan, 
such as: 

the principal amount of the loan and the actual interest rate; 

the amount of any charges, including the origination fee, if applicable, and the insurance premium, to be collected by the 
lender before or at the time of each loan disbursement; 

when repayment is required and when the borrower is required to pay the interest that accrues on the loan; 

the name and address of the lender and the address to which communications and payments should be sent; 

the minimum annual payment required, and minimum and maximum repayment periods; or 

an estimate of the monthly payment due the lender, based on the borrower‘s cumulative outstanding debt (including 
the loan applied for). 

The disclosure statement must provide the most up-to-date information concerning the loan and must reflect any 
changes in laws or federal regulations that may have occurred since the promissory note was signed. If the student has 
questions about the statement or wishes to cancel the loan, he or she should contact the lender immediately. In either 
case, the student should not endorse a loan check or an EFT form authorizing transfer of loan proceeds to his or her 
account. 

SESU COPY AVAlBABLE 
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After a loan is disbursed, you still may have to make adjustments or even 
notify the lender that the borrower was ineligible for the loan. Y,u almost must 
report enrollment status for your students who have loans, because this may 
qualify them for deferment on loans received at other schools. 

CHANGES ON LOAN AMOUNT AND OVERAWARDS 
You may find that a student’s eligibility for a Stafford Loan or 

for the subsidized amount of a loan has changed after the first 
disbursement is made. For instance, the student may have updated 
hidher  dependency status, becoming eligible for the higher loan 
limits for independent students. 

On the other hand, the student’s eligibility might decrease for a 
number of reasons, including an increase in the EFC. If a student 
withdraws from classes (but remains enrolled at least half time) the 
reduction in costs may affect the student’s loan eligibility. Or the 
student might receive a scholarship after you certified the loan, 
decreasing the student’s financial need. 

If the student’s aid package exceeds hidher  financial need after 
recalculating for changes to cost, EFC, or EFA, the excess aid is 
considered an overaward. If you discover the overaward before the 
loan is completely disbursed, you must eliminate the overaward by 
cancelling or reducing the Stafford Loan, and/or reducing other 
aid in the student’s package, as necessary. 

In a term program, the student may choose not to enroll in one 
of the terms in the loan period. In this case, the student will not be 
eligible to receive the disbursement for that payment period. 
Under a Scheduled Academic Year, the overall loan amount may be 
reduced by the amount of the disbursement that was not made, 
unless the student’s costs and financial need for the terms actually 
attended are high enough to make her eligible for the original loan 
amount. Also, if a Borrower-Based Academic Year is used, the 
overall loan amount may not change if the student is paid for 
additional payment periods that can be included in the loan period. 

You have a great deal of flexibility in changing the loan amount 
and disbursements during the loan period. Check with the lender 
for its procedures for making adjustments to the loan amount. For 
Direct Loans, see the School Guide, “Change Records and Loan 

bweraward tolerance for FWS 
h $300 overaward tolerance is 
permitted if the student’s financial aid 
package includes a Stafford Loan plus 
Federal Work-Study (FWS). If there is no 
kWS in the student’s financial aid 
package, no tolerance is allowed under 
FFEL. 
I 

I 

I 

Effect of missed term on loan 
amount 
In some cases, a student may not 
receive the full amount that the school 
originally certified if he/she misses one 
of the terms in a Scheduled Academic 
Year. 
For instance: 
Barbara G is awarded a $2625 Stafford 
for 3 quarters based on a cost of 
$9,000. 
After a 3% loan fee is deducted, she 
receives $848.75 for the fall quarter. 
Barbara misses the winter quarter, but 
the financial aid office notifies the 
lender that Barbara plans to return for 
the spring quarter. She returns in the 
spring quarter and receives the 
expected $848.75. Thus, her total loan 
for the academic year is $1,750. 
+ Note that if Barbara‘s costs for the 
two quarters are high enough, the 
school could also elect to pay her the 
full loan amount. 
-P Barbara could also receive the full 
loan amount by attending the 
subsequent summer or fall term, if a 
Borrower-Based Academic Year is 
used. 

- 
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Reduced loan fees based on 
returned disbursement 
If a school returns an FFEL disbursement 
or any portion of an FFEL disbursement 
to a lender, the lender will reduce the 
origination fee and insurance premium 
that it withheld, in proportion to the 
amount returned. If a student returns an 
FFEL disbursement or any portion of an 
FFEL disbursement to the lender, the 
lender will only reduce the origination 
fee and insurance premium if it receives 
the returned amount within 120 days 
after disbursement. 
For information on how returning Direct 
Loans affects loan fees and accrued 
interest on loans, see the Direct Loan 
School Guide. 

If the student received more than the annual or aggregate 
maximum due to inaccurate information provided inadvertently, 
then the student can continue to receive SFA funds if he/she repays 
the excess amount or makes arrangements (satisfactory to the 
holder of the loan) to repay the excess amount. (34 CFR 
668.35 (b)) 

WWOUWBRAWWAL OR [LOSS OF ELOGBBOLOUY 
If you discover that a student did not register for the period of 

enrollment covered by the loan or never established eligibility for the 
loan, you can’t make a late disbursement. You must return the loan 
proceeds to the lender within 30 days of this determination. There 
are several scenarios in which a student can register for classes but 
fail to qualify for the loan: for instance, if the student does not 
begin attendance in any of hidher  classes. 

leave of Absence vs. 
Withdrawals 
In some cases, a student will 
temporarily withdraw from classes, 
but intend to return and complete the 
coursework. If the leave of absence 
meets the requirements of an 
”Approved Leave of Absence“ in 34 
CFR 668.22(d) and the student returns 
to resume his/her studies, no return of 
student aid funds is required. 

In general, the regulations limit this 
provision to one leave of absence in a 
12-month period, not to exceed 180 
days. However, a subsequent leave 
of absence may be permissible, under 
certain documented circumstances 
(including jury duty, military reasons, 
and circumstances covered by the 
Family and Medical Leave Act of 1993). 

If you learn after loan funds are disbursed that the student or 
parent provided “false and erroneous” information, you must notify 
the lender (or Direct Loans) as soon as possible if the borrower was 
ineligible for all or a portion of the Stafford or PLUS Loan. The 
lender (or Direct Loans) will send a demand letter to the borrower 
requiring repayment of the ineligible loan funds. If the borrower 
fails to repay the funds within 30 days after the letter is mailed, the 
entire loan may be placed in default. (See 34 CFR 682.412 or 
685.21 1 for Direct Loans) 

When an SFA recipient withdraws from all classes after 
establishing eligibility and receiving SFA funds, a portion of his or 
her aid may have to be returned. See Volume 2, chapter 6 of the SFA 
Handbook for a complete discussion of the procedures for calculating 
the return of funds to the SFA programs. This requirement is not 
the equivalent of a refund policy. The SFA regulations do not 
dictate an institutional refund policy nor do they prohibit a school 
from developing its own refund policy or complying with refund 
policies required by outside agencies. Under the new requirements, 
a school must return unearned SFA funds as soon as possible, but no 
later than 30 days after the date the school determines the student 
withdrew. This new provision reduces the time frame from the 
previous 60 days to 30 days for FFEL schools to return unearned FFEL 
funds to the lender. (34 CFR 668.22 6 ) )  

Schools are still required to provide students with the details of the 
school’s refund policy in addition to providing information on the SFA 
program requirements for determining the amount of aid that will 
have to be returned to the SFA programs if the student withdraws. 
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Enrollment Reporting with NSLDS and the Roster file 
All schools participating in the FSA loan programs must have 

some arrangement to report student enrollment data to the National 
Student Loan Data System (NSLDS) through a Roster file (formerly 
called the Student Status Confirmation Report or SSCR) . Student 
enrollment information is extremely important, because it is used to 
determine if the student is still considered in school, must be moved 
into repayment, or is eligible for an in-school deferment. For students 
moving into repayment, the out of school status effective date determines 
when the grace period begins and how soon a student must begin 
repaying loan funds. 

At scheduled times during the year, not less than semiannually, 
NSLDS sends Roster files electronically to your school (or its 
designated servicer) through its SAIG mailbox. The file includes all of 
the school's students who are identified in NSLDS as Stafford 
borrowers (or the beneficiaries of a PLUS loan). The file is not 
necessarily connected to loans made at your school - you also must 
report information for students who received some or all of their FSA 
loans at other schools but are currently attending your school. 

Your school (or the servicer) must certify the information and 
return the Roster file within 30 days of receiving it. You may also go to 
www.nsldsfap.ed.gov and update information for your school's students 
online. You're required to report changes in the student's enrollment 
status, the effective date of the status and an anticipated completion 
date. Changes in enrollment to less than half-time, graduated or 
withdrawn must be reported within 30 days. However, if a Roster file is 
expected within 60 days, you may provide the data on that roster file. 

a 
If the Roster file that you are returning contains records that don't 

pass the NSLDS Enrollment Reporting edits, you will receive a 
response file with the records that didn't pass. You'll need to make the 
necessary corrections to these records and resubmit them. If you are 
using a servicer, you may need to assist the servicer in correcting these 
errors. Please remember that your school is ultimately responsible for 
notifying NSLDS of student enrollment changes. 

If your school reports enrollment data to the NSLDS, it does not 
have to complete SSCRs received directly from guaranty agencies. 
(Receiving an SSCR report from a guaranty agency may be an 
indication that your school has not reported to NSLDS within the last 
6 months.) However, you must still respond to requests for borrower 
information from guaranty agencies, lenders, and loan servicers. You 
must continue to provide loan holders and loan servicers with a 
borrower's enrollment status, enrollment history, or information 
needed to locate the borrower for deferment and other repayment 
purposes. This information includes last known address, change in 
surname, and employer's name and address. a 

Enrollment Reporting 
Requirements 
34 CFR 682.610 FFEL 
34 CFR 685.309(b) Direct Loans 
"Dear Colleague" letter GEN-99-9 
"Dear Colleague" letter GEN-96-5 
"Dear Colleague" letter GEN-96-17 

Technical References 
For more information on reporting 
enrollment information to NSLDS, 
including record layouts, error codes, 
etc, , see the Enrollment Reporting 
Guide (formerly the SSCR User's Guide), 
which is available on-line on the 
ifap.ed.gov site (listed alphabetically 
under "Current Publications by Title'?. 

If you will be using the SSCR software 
package, see the SSCR Technical 
Reference includes record layouts, 
error codes, etc. and is available in 
Word and PDF formats at: 
www.sfadownload.ed.gov 

Updating enrollment information 
on the Web 
You can create or update student 
status by using the "Enroll" tab on the 
NSLDS Web site for aid professionals: 
https://www.nsldsfa p.ed.gov/ 

SUPPO~~: 1-800-999-8219 

Enrollment Status Codes 
These codes are listed in the Record 
Layouts in the SSCR Technical 
Reference. Data submitted to the 
Student Loan Clearinghouse uses most 
of these codes. 
A = Approved Leave of Absence 
D = Deceased 
F = Full time 
G = Graduated 
H = Half time or more, but less than 
full time 
L = Less than half time 
W = Withdrawn 
X = Never attended 
Z = Record not found 
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Privacy: Sharing Student 
Records with lenders 
A student authorizes his or her school to 
release information to lenders by 
signing a statement as part of the loan 
application process. This authorization 
covers information relevant to the 
student‘s or parent’s eligibility to borrow. 
Examples of such information are 
enrollment status, financial assistance, 
and employment records. 

For more information on privacy 
requirements, see Volume 2: 
Institution a I Eli g i bi I i ty 

Loan information from the 
guarantor 

Upon request, the guarantor must 
inform the school of students in default 
on FFELs ... 
34 CFR 682.401(b)(24) 

If the lender requests preclaims 
assistance, the guarantor must 
inform the school of this request, if the 
school has requested such notification 

34 CFR 682.404(a)(5) 
HEA § 428(c)(2)(H) 

... 

The guarantor must notify the school 
when a loan made at that school 
changes hands, if the school requests 
such information ... 
HEA § 428(b)(2)(F) 

Providing borrower information at separation 

provide the Direct Loan Servicing Center or the guaranty agency 
that was listed in the borrower’s student aid records with updated 
information about- 

Within 60 days after the exit counseling session, your school must 

* the borrower’s future permanent address; 
the borrower’s Social Security Number; 
the identity and address of the borrower’s expected employer; 
the address of the borrower’s next of kin; and 
the borrower’s driver’s license number and state of issuance. 

Exchanging information about delinquency and default 

the Direct Loan Servicing Center if they receive new information 
about a delinquent borrower’s location or employment. The Direct 
Loan Servicing Center sends participating schools a monthly 
electronic report of all delinquent and defaulted Direct Loan 
borrowers who took out loans while attending the school. The report, 
which contains the borrowers’ names, addresses and phone numbers, 
is organized by the number of days past due so that schools can 
contact and counsel borrowers to avoid default. The school may also 
wish to work with borrowers who have defaulted on their Direct Loans 
to help these borrowers bring their loans out of default. 

To promote loan repayment, DL schools are encouraged to notify 

An FFEL school may make agreements to provide the holders of 
delinquent loans with information about the delinquent borrower’s 
location or employment. An FFEL school may also try to contact the 
borrower and counsel him or her to avoid default. 

FFEL schools may request that a guaranty agency provide 
information about students who were enrolled at the school who have 
defaulted on their Stafford Loans. The guarantor may not charge 
for this information. You may also request that the guaranty agency 
notify your school whenever a lender requests default aversion 
assistance on a loan made at your school, and provide the 
borrower’s name, address, and Social Security Number. (The 
guaranty agency may charge a reasonable fee for this service.) Your 
school may only use the information to remind the borrower to repay 
his or her loan(s) . 

If you’ve requested it, the guaranty agency must also notify your 
school when loans to its students are sold, transferred, or assigned to 
another holder. (The notification must include the address and 
telephone number of the new loan holder.) This notification 
requirement only applies to loans that are in the grace period or in 
repayment, and only if your school was the last school the borrower 
attended before the loan entered repayment. (For instance, if a 
student received several Stafford Loans while earning a bachelor’s 
degree at your school, but pursued a master’s degree at another 
school before those loans entered repayment, the guarantor is not 
required to notify you if the loan is sold.) 
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